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PREFACE 


In the spring of 1958, the Committee on Foreign Relations took 
initial steps toward planning a broad and long-range review of U.S. 
foreign policy. Hearings were held with regard to U.S. policies re- 
specting specific geographic areas, among them Latin America. Coin- 
cidentally, public attention throughout the world was abruptly and 
sharply focused on Latin America as a result of the incidents attend- 
ing Vice President Nixon’s visit there. 

Consequently, the Committee on Foreign Relations instructed its 
Subcommittee on American Republics Affairs to engage in a thorough- 
going, nonpartisan, critical but constructive, inquiry into U.S. rela- 
tions with the other American republics. In Senate Resolution 330 
of the 85th Congress, agreed to July 28, 1958, the Senate authorized 
expenditures of $150,000 for the purposes of the study and likewise 
authorized the committee to “use the experience, knowledge, and ad- 
vice of private organizations, schools, institutions, and individuals.” 
This authority was continued in Senate Resolution 31 of the 86th 
Congress, agreed to February 2, 1959. The study published herewith 
is the second of a series resulting from contracts with various private 
groups. The first study published is entitled “Post World War II 
Political Developments in Latin America,” and was prepared by the 
University of New Mexico. Others are in the process of preparation. 

It is our hope that these studies will assist the subcommittee in 
formulating its own recommendations for the improvement of this 
Nation’s relations with our neighbors to the south. However, it is to 
be kept firmly in mind that the study presented herewith, as well as 
subsequent studies which will be published, do not reflect the findings, 
opinions, or recommendations of the Subcomimttee on American Re- 
publics Affairs. They represent the work and possible biases of com- 
petent —-, but will serve the subcommittee only as background 
material in preparation for the hearings to be held later on, and as 
outside suggestions to be considered in concert with other extensive 
information—gathered partly through the personal study missions to 
Latin America of individual Senators—when the subcommittee for- 
mulates its own conclusions and recomendations to the full committee. 
It will be the subcommittee’s duty to evaluate the studies in light of 
the information and experience gained in the course of its inquiry. It 
will feel free to accept or to reject, in part or in whole, the substance 
of any of the reports submitted to it by the contracting organizations 
and institutions. 

Wayne Morsg, 
Chairman, Subcommittee on American Republics Affairs. 


DeceMBER 12, 1959. 
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LETTER OF TRANSMITTAL 


INTERNATIONAL Economic ConsvttTants, INC., 
Washington, D.C., September 30, 1959. 
Hon. J. W. Fuisricut, 
Chairman, Senate Foreign Relations Committee, 
US. Senate, Washington, D.C. 


Dear Senator Futsricut: I am enclosing 25 copies of a report 
entitled “Commodity Problems in Latin America.” This study was 
prepared in accordance with the contract between this organization 
and your committee. It follows the outline agreed to with the com- 
mittee. A copy of the outline appears as appendix IV. 

Although the focus of this report is on the commodity problems of 
Latin America, we have found it necessary to consider some aspects of 
the problems on a broader basis. Consequently our recommendations 
are framed in terms of proposals which would be helpful in dealin 
with commodity problems throughout the underdeveloped areas of 
the world. 

The report was prepared by the undersigned in collaboration with 
John Lindeman and Maurice Levy-Hawes. Valuable assistance has 
been given to us by many people both in and outside of Government, 
with whom we have tested nas and from whom we have acquired 
much useful background information. The report is based entirely on 
published and unclassified information. 

The authors are particularly grateful to their advisory council, 
whose members were Mr. J. Burke Knapp, Mr. Herbert Stein, and Dr. 
Amos E. Taylor. These gentlemen have contributed much valuable 
criticism, and the authors have profited considerably from their 
knowledge and experience. However, the members of the advisory 
council és not — subscribe to the findings in the report, nor 
are they to be in any way held responsible for its content. 

We were privileged to have been designated by the committee to 
undertake this study. We will be available, if you wish, to discuss our 
findings and recommendations with the committee and its staff. 

Sincerely, 
JEROME JACOBSON. 


x 
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COMMODITY PROBLEMS IN LATIN AMERICA 





SUMMARY 
Tue Isportance oF Commopiry TRrapE 


1, Latin America’s economies are based on the production and ex- 
port of primary commodities, These exports account for over 90 per- 
cent of foreign trade and for 15 to 20 percent (and more) of the gross 
national product of many countries. They often are the principal 
source of Government revenues. Export earnings determine the coun- 
tries’ capacity to import and to service foreign loans and investments. 
Adequate economic development is greatly Seoenceat on income and 
savings generated by exporting industries. 

2. The export trade of Latin America is highly specialized. In most 
countries one or two commodities account for 75 percent or more of all 
exports. The United States takes 45 percent of Latin America’s ex- 
ports. 

Marker [NstaBiLiry 


3. World markets for primary commodities are typically unstable, 
Price changes of 25 to 50 percent between years are not uncommon for 
products important to Latin America: metallic ores, cacao, sugar, and 
coffee. There are also substantial changes in the volume of exports, 
Prices and volume often move in the same direction, thus compounding 
the changes in export earnings. 

4. Market instability has many causes. World commodity demand 
moves with the level of business activity in industrial countries. There 
may be shortrun changes in supply due to a bumper crop or a drought. 
Supplies may not adjust quickly to changes in demand. Substantial 
world stocks of many commodities are an unsettling factor. Protec- 
tionism intensifies instability; pressure to protect domestic producers 
is greatest when commodity markets are soft. Unforeseen events, such 
as Korea and Suez, upset commodity markets, 

5. Instability of foreign exchange income inhibits economie devel- 
opment, and creates a poor climate for internal savings and construe- 
tive investment. For example, imports of capital goods are, usually 
curtailed when export earnings decline. 


Tue Lac 1n GrowrH 


6. Markets for primary products, including Latin America’s, have 
expanded slowly. Since 1920 world industria production has grown 
one and a half times, but commodity exports have increased only one- 
third. Although still substantial, the disparity in growth rates has 
lessened since the war. 

1 
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7. The growth record varies among commodities. Petroleum ex- 
ports have risen steadily. Certain ores, excluding tin, have fared rea- 
sonably well. Except for coffee and tea, agricultural products have 
generally done poorly. 

8. Other areas have done better than Latin America, whose in- 
crease in exports since 1937 has been about 18 percent; elsewhere the 
average is about 45 percent. Latin America’s share of the world mar- 
ket for wool, copper, tin, and coffee has been reduced. Traditional 
markets for grains have been lost to other countries, including the 
United States. African areas with preferential treatment in the Euro- 
= Common Market countries will compete more strongly in the 

uture. 

9. The long-term lag in growth is due to three main factors: (a) 
increasingly more efficient use of materials—less tin per can, more mes- 
sages on each copper wire; (5) substitution of new materials—plastics 
replace metals, synthetics replace natural fibers; (¢) increased pro- 
tectionism in importing countries—European countries and the United 
States protect agriculture, and the United States protects minerals. 
(Europe would buy $2 billion more of agricultural products annually, 
some from Latin America, if its imports relative to consumption were 


at prewar levels.) 
Terms or TRADE 


10. Since the 1920’s commodity prices have risen more than the 
prices of manufactured goods; hence the terms of trade (the relation- 
ship between export and import price movements) have changed fav- 
orably over the long run for commodity exporting countries. Re- 
cently, and especially since 1954, the opposite has been true for Latin 
America. 

Many Latin American countries have sought international agree- 
ments as protection against adverse movements in the terms of trade. 
The industrial nations have rejected such proposals for practical and 
theoretical reasons that appear sound to us. 


Deatinc Wrira Commoprry ProstemMs 


11. Economic development and diversification reduces the severity 
of commodity problems by making commodities relatively less im- 
portant factors in the Latin American economies. However, eco- 
nomic development is a long-range matter. Despite foreign loans, 
financing of development depends mainly on internal savings. Per- 
sistence of commodity problems limits internal savings. Hence 
progress in solving commodity problems would also be progress 
toward economic development. 

12. Many Latin American countries try to stabilize incomes of 
local producers in spite of the instability of international markets. 
Export taxes and exchange rates are adjusted to offset world price 
movements; price support and stockpiling programs are undertaken; 
and long-term sales contracts are solicited. These techniques have 


had limited success in insulating the domestic economies from world 
price movements. 
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13. Efforts are also made to stabilize foreign exchange availabili- 
ties by increasing foreign exchange reserves in good times, and draw- 
ing on them when current export earnings fall. Inadequate fiscal 
and financial policies have made these efforts generally unsuccessful. 
Short-term loans from abroad are usually sought when current export 
earnings are low. 


INTERNATIONAL CONSULTATION 


14. Problems are studied, commodity by commodity, by special 
U.N. committees and other study groups. The United States par- 
ticipates in all study groups. Commodities now covered, and of 
interest to Latin America, are cotton, wool, cocoa, lead, zinc, and coffee. 
Study groups have been useful in fostering international under- 
standing of problems. 

Commodity problems are now discussed internationally more widely 
and at a higher level than in the past because of growing awareness 
of the adverse effects of persistent commodity problems on economic 
development. 

Format Commopiry AGREEMENTS 


15. Latin American countries have insistently demanded that in- 
dustrial countries join them or support them in the widespread use 
of formal commodity stabilization agreements. Generally speaking, 
the industrial countries have been unresponsive to these demands. 
The United States is opposed in principle to stabilization agreements, 
although it has recognized their usefulness in certain circumstances. 

16. There are three generally recognized methods of stabilization 
through commodity agreements: the multilateral contract, the quota 
agreement, and the buffer stock. (The distinguishing features are 
described in the text.) Actual agreements usually involve features 
of more than one method. 

17. During the 1930’s many agreements were in force. Today 
there are only four: wheat and sugar (to both of which the United 
States belongs), tin, and coffee. Success of the wheat agreement has 
been partly due to responsible handling of surpluses—outside the 
agreement—by the United States and Canada. The sugar agreement 
has moderated excessive price movements, but has not prevented 
them. Except for a brief time when its resources were exhausted, 
the tin buffer stock has operated successfully. The coffee agreement 
is an emergency measure; long-run success will depend on curtail- 
ment of production. 

18. Experience shows that organizing a commodity agreement is 
difficult. Interests of producers and consumers conflict. There are 
also conflicts between high cost and low cost producers which often 
cannot be reconciled. Operations of agreements may be costly. 
Also, agreements usually cannot assure stabilization unless members 
agree to possibly unpopular internal action, such as cutting back 
production. 

19. Opponents of commodity agreements usually argue that regu- 
lation will unduly interfere with the free play of economic forces. 
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The apparent need for a commodity agreement is seen as, an indica- 
tion that some production is uneconomic; a stabilization agreement 
may conceal the need for adjustment. It is argued that rigidity 
imposed by stabilization postpones adjustment to a time when adjust- 
ment will be more difficult and more costly. 

20. Proponents of commodity agreements say that interference 
with free economic forces already exists in the internal policies of 
the countries concerned, and that cooperative action may result in 
more rational interference. They also say that stabilization agree- 
ments can eliminate sharp short-run price fluctuations which, in 
many commodity markets, perform no function in allocating factors 
of production. Finally, they think the problems created by insta- 
bility are more serious than those created by regulation and inter- 
ference. 

21. There is no clear case for or against commodity agreements per 
se. Factors to consider are the cost of inaction; the real nature of 
the problem being examined ; the practical possibilities of negotiating 
an agreement that will effectively attack the problem. However, 
stabilization agreements are more strongly indicated when supplies 
can be so controlled as to limit precipitous price declines. 


U.S. Portcres 


22. Some U.S. domestic policies affect Latin American commodity 
problems. Our agricultural price supports at one time helped sup- 
port world prices and encouraged high-cost production abroad; now 
some of our surpluses are said to depress prices. Agricultural price 
supports require import controls, with adverse effect. on some Latin 
American exports; however, sugar import quotas give Latin American 
producers a sheltered market here. Many agricultural exports, such 
as bananas, coffee, and cocoa, are not adversely affected by our agri- 
cultural policies. Early stockpiling programs supported prices; now 
the stockpiles overhang the market. Imports of lead, zinc, and 
petroleum are limited by quotas. 

23. The United States has provided major financial support to 
Latin America, both for economic development and for short-term 
financing to offset losses in commodity earnings. 

24. The United States has been generally unresponsive to pleas of 
commodity-producing countries for forthright international action 
on commodity problems. In particular, it has opposed agreements 
regulating trade, prices, or production of commodities unless there 
were “exceptional” circumstances. Critics characterize the U.S. ap- 
proach as negative and lacking in initiative. Evidence suggests that 
the criticism is valid, but that the U.S. attitude may be an attempt to 
offset remedies of questionable soundness proposed by others. Reali- 
zation of the importance of commodity problems, plus some retreat 
by producing countries from an extreme position, gives the United 
States an opportunity to adopt a new attitude. 

25. Section E of chapter V summarizes our recommendations for 
U.S. action under three main heads. A briefer summary follows: 

(a) Domestic policies.—Give special attention to proposals for 
solving our own agricultural and minerals problems which will 
work away from price supports and import quotas. Continue to 
liberalize our import policy. 
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(6) Financial assistance —Continue financial assistance for de- 
velopment and diversification. Improve the short-term lending 
capacity of the International Monetary Fund and assure the ade- 
quacy of U.S. funds to deal with balance of payments crises. 

(c) International action.—Adopt a positive attitude toward in- 
ternational action on commodity problems, and deal with these 
problems with energy and imagination similar to that given, for 
example, to economic development. Take an active and positive 
role in seeking international action on commodity problems, with 
an open mind about methods. In particular, cease doctrinal op- 
position to market regulation through commodity agreements. 

| 26. The Senate Foreign Relations Committee might well inquire 
whether the administration’s plans for future action on commodity 
| problems are adequate to deal with the seriousness of the problems. 











CHAPTER I 


THE SCOPE AND NATURE OF COMMODITY PROBLEMS 


From the earliest days of the Spanish and Portuguese subjugation 
of Latin America the area was developed economically as a producer 
of raw materials. Initially, of cou the marketplace was in 
Europe but, though the primary market has shifted during the past 
century to the United States, there has been no fundamental change 
in the economic orientation toward the production and export of raw 
materials and foodstuffs. 

Countries which depend on the export of one or a few commodities 
for the bulk of their foreign exchange income have always been ex- 
posed to troublesome uncertainties about the size of crops, the state 
of world demand, the emergence of competing suppliers, and other 
factors which affect their incomes. Dependence on commodity ex- 
ports is a precarious thing. The fact that it is precarious, however, 
does not necessarily mean that it is serious. In a primitive society 
the ups and downs of commodity trade may be reflected merely in 
temporary shortages or gluts of imported textiles, or even of leisure. 
In more developed economies, on the other hand, the uncertainty of 
foreign exchange income may be very serious indeed, since it will 
have its impact on a wide range of essential consumer goods, on the 
availability of capital equipment for development, and (in urban 
areas especially) on the level of employment, the cost of living, and 
hence on political stability. 

Of all the principal areas of the world which are heavily dependent 
on commodity exports, Latin America is in the highest stage of eco- 
nomic development. Hence its vulnerability to commodity problems 
is great. This chapter presents some statistical and descriptive 
measures of the scope and magnitude of the problems in Latin 
America. 


A. THE IMPORTANCE OF PRIMARY COMMODITIES IN THE LATIN AMERICAN 
ECONOMIES 


1. Primary commodities dominate exports 


Over 90 percent of Latin America’s exports are in the form of pri- 
mary commodities such as coffee and other agricultural products, pe- 
troleum, metallic ores, and the like. And the dependence of most Latin 
American countries on a very few commodities is extraordinarily high. 
As table 1 on the following page shows, a single commodity—coffee, for 
instance—will frequently account for 50 percent or more of the ex- 
ports of an individual country; two commodities will frequently 
account for 70 percent or more.* 


oe leading export of the United States, wheat, accounts for 5 percent of all our 
exports. 
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Petroleum is Latin America’s leading export commodity, coffee sec- 
ond, and sugar third. If we set petroleum aside, since it is concen- 
trated principally in Venezuela, coffee and sugar are the two most 
important export commodities for Latin America as a whole as well 
as for many individual countries. 

Trade with the United States accounts for about 45 percent of all 
Latin American exports. For the Central American and Caribbean 
countries, and Peru, Venezuela, and Bolivia the percentage is higher; 
for Brazil, Argentina, and others it is somewhat lower. Coffee, pe- 
troleum, sugar, bananas, and certain metallic ores are Latin America’s 
principal exports to the United States, as shown in table 2. 

‘‘able 3 shows the dollar value of each country’s exports to the 
United States and its two principal export commodities. Further 
details on Latin America’s exports to the United States will be found 
at appendix I, table 1. 


2. Exports dominate the domestic economy 


Exports play a dominant role in the economies of most Latin Amer- 
ican countries. Contrasted to the 4.5 percent of our gross national 
product accounted for by exports, figures of 15 to 20 percent or more 
are not uncommon in Latin America as table 4 shows: 


TABLE I.—Importance of leading commodities in the export trade of Latin 
American countries 


[Percentages based on trade in 1958] 


Leading commodities as Leading 2 commodities as 








percent of total exports percent of total exports 
DE |< 0 hs <nrinbnanieienopineniie ental TEs Aenarctuctnenino camveiien 30 | Meat, wheat 43 
WG at cc cantascusenndiectinabarebased Th, encncevcacccenccece OS 1 Eien 67 
TIE AEST IOS.. . «on. siiisatasinnsianinancainebaanten caine TR tcccieordelnpeecan die 155 | Coffee, cocoa 62 
CE ce lidnnitancdissensacbadntae dba ints SID rappin st deceninediaieniins 67 | Copper, nitrates. ......_ 177 
CE oiotissanicndecanatapcs aacst neato: Ca inate seecmclini se 78 | Coffee, petroleum. _____-. 92 
Oatte Diet S tnccetsceties: eee EE 52 | Coffee, bananas. .......- 85 
Cn di cock apne caine abinanalen ciel Isind aeirmalibaiat te 83 | Sugar, tobacco... ....... 90 
Dominican Republic. ........-.-.--.-----..-- I den ehiescitirihiinaiaterstii 44 | Sugar, cocoa_-...-....... 
dal Satie note tkcteanedeancaneuen PEG no dankeasaness 56 | Bananas, coffee. _....... 7 
73 | Coffee, cotton........... 190 
72 | Coffee, bananas. ----..-- 185 
74 | Coffee, sisal. ...........- 87 
56 | Bananas, coffee__......- 71 
26 | Cotton, coffee...........- 36 
39 77 
68 
29 
27 
58 
91 





1 Based on 1957 figures. 
2 1955-57 average. 


Source: International Finance Statistics, IMF, August 1959. 
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TABLE 2.—Commodities which led Latin America’s exports (1957) 











{Millions of dollars] _ 
Exports to 
} Each com- United 
| Total ex- | modity as Exports to| States as 
ports to all | percent of United percent of 
countries total States total ex- 
| (f£.0.b.) exports (f.0.b.) ports of 
each com- 
! | modity 
Petroleum. ___.....-..- 2, 320.3 | 26.8 886.1 88.2 
2 ee 2 1, 672.1 | 19.3 1,122.7 67.1 
Sugar 849.5 9.8 340. 2 40.0 
Copper } 354. 2 4.1 172.5 48.7 
Cotton 240. 6 2.9 78.9 32.8 
Wheat__- k 166.8 1.9 eae 0 
Meat, chilled and frozen 166. 7 1.9 2.1 1.3 
Iron ore aaa 161.6 1.9 86.9 53.8 
Bananas E 159, 4 1.9 64.4 40.4 
Cocoa 115.7 1.3 62.3 53.8 
Lead 91.9 1.1 61.3 66.7 
Hides_- 70.4 8 2.1 3.0 
Tobacco, raw __- 60.3 ry 28.8 47.8 
n_ . 57.4 A 1.9 3.3 
Wool fabrics : 48.4 6]. 358i 0 
Maize 7 44.6 wae BSc 555 . 0 
Nitrates ___ -| 4.3 5 118.7 42.2 
Wool, greasy and semiwashed | 43. 4 -5 40.0 92, 2 
Zine | 25.8 38 17.4 67.4 
Quebracho __ 24.8 3 6.3 25. 4 
Paes i aciaas te i Ea ha tails 
Total of above commodities 6, 718. 2 77.7 2, 992. 6 44.5 
Total exports _.| 8,654.0 ate 
i 





1 1956 data. 


N.B.—These data sometimes do not agree precisely with national statistics as reported by the Department 
of Commerce. Also, there is usually some discrepancy between exports to the United States as reported 
by the exporting countries, and U.S. reports of imports. The magnitude of these differences is not great. 


Source: ECLA bulletin, vol. [V, No. 1, March 1959 and ECLA bulletin, vol. III, No. 2, 1958, based on 


United States. For copper and bananas, data are from national statistics as reported by the U.S. Depart- 
ment of Commerce. 
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Tare 3.—Imports into the United States by country of origin, 1958—Total 
imports and leading 2 commodities 


BUS 2 ereekic «tame 
Been. 2)... --- oe 
Wodlevoriccuené 36. 6 

Boliviasc ibs sec des LE 

WO are sia. a 5. 2 
atl 2.3 
rma Oe oC ait ail 
Coffee _ _ - cin. 406.4 
Cocdaiicskviiweee 89. 3 

Ce ng 
CONT oa. --senek 74.7 
Iron ore__ all) BRO 

COMIGNE 6c hi eS Cb ae eee 
Coffee _ . _ _- etek 
Petroleum____.__. 30.9 

Caste Ries... .f4- «+i in. cot 
COO. 5.4. oe 19. 3 
Bananas - 9.8 

Oaell AL Solidus 
Sugar. ._- 407. 1 
ee... 29. 2 

Dominican Republic. - - ~~. —- 
Coffee... _. --- 21.9 
oe a 20. 2 

eee ee eee 
OT ectpontey sil. 19. 9 
i oe tee 19. 1 

er eee : 
Ce ee ae et 
Essence coffee___-_- §.°7 

Co oS eee aE 
ee Re eS 53. 3 
Bananas- _____--- 5. 4 


[Millions of dollars] 

131, Bie nt on en 
Coffee 2. Je 10. 4 
Geek si duy aso 4.5 
1h Sh Bomdwresin! alukiesnwta- os 
ananas......4.. 16.2 
Nk Be 8.8 
$52. 74 Memion®. i. SLi. li Vo 
Coffee... 2.2. es 73. 5 
OR Si cots 30. 6 
127. 6) Nig@tag@a..., -.<0.0e08-shace4 
Coe fcc. 15. 2 
Stigers oS LE TLS. Sly 2.1 
331, Gt Panameciouu. 6 te. Locsl Jess 
Bananas__-_-__-._- 13. 0 
Shellfish... _____-- 5.8 
96.0} Paraguay ..; ...w<nadt-niealee 
ia. a:cie ol Stennis a 6 
Quebracho_ - __ _ _- 2.7 
SUT Gy Peri 00 Se ests TH 
ee a ee 
leon ore... > 16. 8 
Th wee Rene, Wee 2 ee 
WER ke 4.2 
a ae 2.8 
56 OT vanes. rors SE 
Petroleum_______- 752. 1 
lrop Oey 32 2 87.9 

48. 4 

TOG 22. 2h] Twi 3 
65. 9 


Source: U.S, import statistics; Bureau of the Census. 


22. 


3. 9 


“J 


129. 


10. 


889. 


J 


on 
os 
= 


TABLE 4,—Eaports as a percentage of gross national product in Latin America 


of GNP 
Argentinas! - 5 65 444% = 446454446 9, 
ae eg 1 45, 
LS co hos oi tence 5, 
Che et te Or pe iD ae _ 19. 
Colstniia lich wulidctiuiiicie 13. 
Gedte Ring. 53-1 4a5sil4aund+< 20. 
CO a ee eae oe 
Dominican Republic- - -------.- 25. 
ReuadorS. “ie coy oo A 
Eb Salwador....- 2250 -elbsuzee 84 


1 1956 data. 
21955 data, 


Compiled from various sources. 


OH OOM OO vr 


[Based on 1957 data] 


of G 
RON i Lh innnidbin’l 17.6 
SRS aR, IS Satie gade tse 211] 
hain te Dalen. depen cetanrs 18.9 
BEGSLE LUUOU TUL LOR AGi Ja 8.8 
Nicaragua. ...=..-.-.4--.0)-W% 118.9 
NE os, ccihily Sunitusp ad eee 110.3 
eit she she ate hn eel 14.5 
ase es oa ee ee 118 5 
Wrugtay iis. 26515058 113.3 
Venebudéleg 26 i din cus -us- i 39, 5 
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In the more developed and diversified economies of Brazil, Argen- 
tina, and Mexico, smaller percentages prevail, while in the lesser de- 
veloped countries of Central America, in Bolivia, Cuba, Chile, and in 
Peru, the percentages are higher. The high percentage in Venezuela 
is due to petroleum exports. 

Although exports may be low in relation to gross national product 
they may nonetheless be a key element in the economy. This is es- 
pecially true when absolutely essential import requirements must be 
paid for by exports. In 1956 over 85 percent of the imports of Argen- 
tina, Brazil, and Mexico were accounted for by imports of fuels and 
other industrial materials and of capital goods. Substantial reduc- 
tions of such imports, which would be forced by declines in export 
earnings, would certainly interfere with production, investment, and 
the general level of economy activity. 


3. Export earnings have a great impact on domestic growth 


The “World Economic Survey,” 1958, published by the U.N., de- 
scribes the relationship between exports of commodities and the 
growth of the economies of the underdeveloped countries as follows: 

Export earnings of the primary producing countries have commonly assumed 
major importance in setting the pace of their internal economic growth. In 
many underdeveloped countries domestic income and output have hardly sufficed 
to sustain subsistence levels of living; low rates of saving and investment have 
restricted the growth of domestic demand, and the sluggish expansion in de- 
mand has offered a little inducement to invest. In these circumstances, raising 
foreign demand for the output of the export sector has generated expansionary 
impulses which have stimulated growth in the domestic sectors of the economy. 
In the postwar years, of course, the process of cumulative growth in many 
primary producing countries has developed its own momentum or has been 
strongly impelled forward by the determined actions of governments. The foreign 
trade sector has nonetheless lost little of its crucial importance; for the rate of 
eapital formation in these countries has continued to depend heavily upon their 
ability to import supplies of capital equipment.* 

In two very direct ways, exports have a key role in capital formation 
and in economic growth. In prosperous years the export industries 
generate substantial profits. If financial institutions, taxation, and 
fiscal policies are adequate, these savings will either be channeled into 
banks for relending or into other money markets for lending or financ- 
ing of equities; the governments may recapture part of the profits 
through taxes which are used to finance the government’s investment 
activities; the government may itself borrow the funds nrong money 
markets for financing government-sponsored investments; and, finally, 
those who earned the profits may reinvest them directly in expansion 
or improvement of their own enterprises. A prosperous export trade 
likewise generates savings on the part of wage earners and others 
involved in producing and distributing exports, and these savings, 
too, may be recaptured and placed into constructive investments. 

In another direct way exports play a vital role in the creation of 
capital goods, particularly “producing goods”—machinery and 
equipment as distinct from luxury apartment buildings. In the period 
from 1946 to 1953, about 40 percent of Latin America’s imports were 
in the form of capital goods, and in recent years the figures have been 
running higher. Exports are the main source of financing such im- 
ports. Even loans from abroad, say, from the entre Bank 
or the IBRD, can be obtained only insofar as the borrower is credit- 


1 United Nations Document 1/3244, 1959, 





UNITED STATES-LATIN AMERICAN RELATIONS 11 


worthy. Will the country earn enough foreign exchange to repay 
the loan ? 

The figures in table 5 make clear that a decline in imports (always 
a consequence of export difficulties) is accompanied by a dispropor- 
tionately greater decline in import of capital goods. For example, 
when Brazil’s imports declined sharply in 1953, 1955, and in 1956, 
about 20 percent on the average, imports of capital goods fell relatively 
much more, sufficient to account for 80 percent of the overall decline. 
Uruguay’s imports declined sharply in 1952, 1955, and 1956; over 
50 percent of the declines were absorbed by capital goods. Appendix I, 
table 1, presents comparable data for other Latin American countries. 


TABLE 5.—The impact of changes in overall imports on imports of capital goods 





Decline in volume over 
preceding years 
(percentages) 


Of which 
Overall capital goods 
imports — 
or 





Years of declining imports 


Argentina 
DI ba cictsinsi veo wc Cetin ds ore litera nig nett done Demat lane topaie kas diet niaceds ae 18 39 
SOG 4 2. RR A LE. wi) cS Ase. SS 29 
RR a, I a ae en a ieee 14 57 
Soi ei sa en akii 1. TEE Cee eee eee enene Bi 73 
Uruguay: 
I tintin Saag oh i cre i eee ie ee aa le 22 45 
OOS LLi 2. £0 SHI SL Sea Sees 32 44 
er a a ee ee aE a Es ee 26 46 
Brazil: 
WOO g. < iceneetatn eae spt bentindbes- aa cadiad be que Ghe erh ess 445-08 32 78 
TI ois ihn .nh-witiianes agilbctndig Eh nbthe amma aioe dekdbeiay sth id asmiadis oe aiahed aivatnmiinne 20 75 
WeOOT) 252 CS I ee a Se. SH EEER A. 7 100 


Source: Table 23, ‘“‘ World Economic Survey,” 1958, op. cit. 
B. DEVELOPMENTS IN COMMODITY TRADE 


The commodity exports of the Latin American countries have been 
subject to fairly wide year-to-year changes in price and in demand. 
Foreign exchange ert have therefore also been subject to wide 

ear-to-year variations. In addition many export commodities have 

en victims of a secularly slow rate of growth in world demand. 
For many countries this has therefore meant a lag in the growth of 
their export trade and in their own resources available for develop- 
ment, capital. 


1. Exports in recent years 


The 1950’s have been years of indifferent progress for Latin Ameri- 
ca’s exports of commodities. Overall, exports in 1958 amounted to 
$8.2 billion against $6.8 billions in 1950, although they hit a somewhat 
higher level in two of the intervening years. But almost the entire 
increase between 1950 and 1958 is accounted for by petroleum, all other 
exports ea remaining virtually static. Exports of certain prod- 
ucts, notably coffee, sugar, and meat rose in value during this period 
but their combined increases were more than offset by net decreases in 
the value of exports of other commodities such as wool, wheat, nitrates, 
and certain ores. 

Table 6 below shows the value of Latin American exports to the 
world and to the United States since 1950. Table 2 of appendix I 
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gives detailed data on exports of selected commodities. It is followed, 


in appendix II, by brief notes covering developments in each country’s 
commodity trade. 


TABLE 6.—Latin American exports 
{Millions of dollars] 


Exports to ee to (2) as per- 
all coun- nited cent of (1) 
tries States 











@) (2) (3) 

ee $6, 705 $2, 910 43 
Te oeeeee ee 7,792 3, 43 
MERC sho) PS Se POC 7,057 3,411 48 
1953. 7, 620 3, 442 45 
tet eiakiah- 4h nien- och cadens 7, 886 3, 289 42 
eit anminetwlttibdielt- nk <s+<s00ccsicye-c---~a0028 7,974 3, 329 42 
1956... 8, 644 3, 769 44 
ll... Xcadarsecnelth-.-. 8, 654 3,929 45 
1958 8, 168 3, 596 44 





Source: (1) “International Finance Statistics,” I.M.F. 
(2) “Survey of Current Business,’’ Department of Commerce. 


As the table shows, the past several years have been poor ones 
for Latin American exports. In 1958, they fell from the 1957 level, 
which had been no better than the 1956 mark. In fact, exports in 
1958 were at approximately the 1955 level. 

The fall in exports to the United States in 1958 was about as great 
as it was in exports to other areas. The dollar value of our imports 
of coffee, petroleum, and a few other products held up reasonably 
well, price declines in many cases being offset by increases in the 
volume of imports. But for commodities such as nonferrous metals 
and wool, both the quantities and prices of imports declined. 

These observations should not obscure the fact that trade develop- 
ments in this decade have had different effects on the various coun- 
tries. Some countries—Venezuela, Peru, Colombia, and in particular 
those of Central America—have fared rather well. Brazil, Argen- 
tina, Uruguay, and Bolivia have done poorly. Those countries which 
did rather better were generally those which exported commodities 
with a rising demand and which pursued policies designed to encour- 
age the production and export of such commodities. (Statistics on 
exports, by country, will be found in appendix I, table 4.) 


2. Prices in this decade 


With only one interruption in 1954, the combined price index of 
commodities sold by Latin America has gone steadily down since 
1951. 

The index conceals, of course, divergent price movements. Wool, 
cotton, sugar, and some of the metals such as lead and zinc, showed 
a sizable net decline over the period; coffee, tin, and tobacco ended 
about where they began; cocoa and petroleum registered net gains. 
Price declines tended to be concentrated in the last few years.” 

Table 7 below shows which commodities have fallen and which 
have risen in price during the period 1950-58. 


2 Table 5, app. I, shows price data on major commodities. App. I also contains price 
charts in addition to those in the body of the text. 


UNITED STATES-LATIN AMERICAN RELATIONS 13 


TABLE 7.—Direction of price movements in the fifties for commodities important 
to Latin America 


Commodities with price increases: Commodities with price declines: 
Bananas Coffee 
Beef Wheat 
Cocoa Corn 
Copper Tin 
Crude oil Cotton 
» a te samen Sisal 

obacco Lead 
Nitrates 
Linseed oil 
Wool 
Zine 
Sugar 


3. Quantum in the fifties 

The volume of exports held up better than prices in the fifties; in 
1958 volume was 23 percent above the 1951 mark. Here again some 
commodities did better than others. Agricultural products, generally, 
and lead and tin made the poorest showing. Details on the volume of 
exports by commodity and by country will be found in appendix I, 
tables 6 and 7. 

The movements in the prices and in the volume of Latin American 
commodity exports during the 1950’s are summarized by the price 
and quantum indexes shown in the following table: 


TABLE 8.—Indewes of price and quantum of Latin America’s eaports 





[1950 = 100} 

\ eemtieeiee ann aa a obi ¢ dnpowene 2h. irae ie tt homeland alate iota Ueland 
Price Quantum Price Quantum 
Lb cbsbiligeces ++ | —__-—__—}--__|_- 
1000 10a Ae Los. 100 | me AMT o ach lnc 108 | 113 
OR.) nae Lis | 100 || 1956. -........- wdeaididint 105 | 123 
1952... : a 112 9 || 1967......1--..----. o 105 125 
MR. x-0. tG699--a2.}- 108 107 }| 1958... 199 \ 423 

ah iirc aries lt 115 104 











! Based on figures through 3d quarter. 

Souree: ECLA Bulletin, vol. IV, No. 1, March 1959; vol. III, No. 2, October 1958. 
4. Quantum of exports in the past 30 years 

The years from 1928 to 1948 were not for Latin America’s 
exports. The quantum of exports declined 3 percent from 1928 to 
1937 and a further 6-percent decline was registered between 1937 and 
1948. Two decades of declines were followed by a substantial re- 
bound; from 1948 to 1957 exports increased 25 percent. In all cases 
the good fortunes of petroleum brought the averages up. 


TABLE 9.—Changes in the volume of Latin America’s exports, 1928-57 


Percent 

1G 20S Petts od 542 See SE Se Se Ce .... —29 

1OBZ. 06-1008: noi. 5 arian s erbsns dewewediwsbtbeniddiedeue. padi eneee —6.0 
1948 to 1957: 

Inctiame petanleum.... . ... . . cs Fag kd... 5 cs haan esl tiieanatneiasiale +25. 5 

Pexcluaing peteoleunt.. |. 3 wah epee Ae ee +11. 2 


Source: Table 27, World Economic Survey, 1958, U.N.; 1928-37, table 2H, ECLA Survey, 1949, U.N. 
Other primary commodity-producing areas have done better than 
Latin America in increasing exports in the past several decades. From 
1937 to 1957 Latin America’s exports increased 18 percent while all 
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other primary producing countries increased their exports 45 per- 
cent. In the decade from 1948 to 1957, other areas did very much 


better than Latin America although not doing so well in the prior 
decade. 


TABLE 10.—Increases in world exports by regions, primary producing countries, 
1937-57 


[Percentages] 


Other primary 
Latin America producing 





countries 
ine Scented taabenhndbinien eiidtcdinscaadaniiaeaine aden aodivebcaiiaidled és nascemaaaa —6.0 —11.8 
I  srnssecaticuiestneenic devscuunaniis ; iulinesocahincebbicidhinseeintpaieaiinieaniaae +25. 5 +64.0 
NI tative Fait cirlatth aigeitanicl vinaiets oipisdediainihiintaded diionasnelh clapieibnciientteg edlahintitnaXedaailt a aim caine +18.0 +44.7 





Source: Table 27, U.N. World Economic Survey, 1958. 


This relatively poorer performance for Latin America reflects 
unfavorable shifts in demand for particular products, lower costs of 
production in some of the newer producing areas in Africa and Asia, 
and the favored position that certain areas of Asia and Africa enjoy 
in the European trading area. 


5. The fortunes of particular commodities since the twenties 


The slow increase in the quantum of world exports of those com- 
modities particularly important to Latin America is brought out in 
table 11. World exports of coffee, for instance, increased only 47 
percent in the 30-year period since the late twenties, lead only 21 
percent, and tin actually declined 11 percent. Many other commodi- 
ties showed equally small increases; some declined. 

The figures would be even worse but for the fact that, as shown in 
the same table, exports have done relatively better since 1948. For 
example, coffee exports have grown 21 percent in the recent 9-year 
period compared with a 47 percent increase for the 30 years; the in- 
crease in lead exports in the recent period has accounted for all of 
the increase since the late twenties as is also the case for tin and for a 
number of other primary products. Generally speaking, agricul- 
tural products, excepting the beverage crops, have fared worst in the 
past three decades; the metallic ores, barring tin, have done better; 
and petroleum and fuels have done excellently. 


TABLE 11.—Changes in the volume of world export of certain commodities * since 
the late twenties 





Percentage changes Percentage changes 
from— from— 
1927-29 to 1946-48 to 1927-29 to | 1946-48 to 

1955-57 1955-57 1955-57 1955-57 
ON ara hics ckasinecke 82 43 34 26 
PN hing cnn nk aa 75 49 7 34 
ii oe 21 24 —41 18 
Un a eeice aca Kade tee ale —11 25 23 —16 
Petroleum.............-.- 512 145 —22 18 
i a a —31 23 41 42 
Wek) si iit vedisses 4 10 26 65 
CO ie oe tbh weat neha 47 21 5 29 





1 Those of importance to Latin America. 
Source: World Economic Survey, 1958, table 7. 
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It is not difficult to explain these developments, for the 1930’s were 
marked by severe depressions and the 1940’s were marked by war. 
The postwar years, therefore, might be taken as a period more: rep- 
resentative of the normal rate of growth of exports of primary com- 
modities. But it must be pointed out that the rate of increase in the 

uantum of exports of commodities in the postwar period and since 
the late 1920’s, has not. matched the rate of increase of world manu- 
facturing production which also was slowed down by depression and 
war. (See table 12 below.) 


TABLE 12.—Increases in world exports and world manufacturing production 


[Percent] 
1928 to 1955-57 | 1948 to 1955-57 
Increase in manufacturing production ___...................--..-.------- 146 58 
Increase in exports of primary commodities__.................-....------ 32 44 
Sen INI SION i 5... a. cln atitllesnserttpdaipenchmepiiagiiigs Uapanaschenaanectgiinass 14 34 


Source: Table 1, World Economic Survey, 1958, U.N. 
u. Terms of trade in the 1950's and over the longer run 


While export prices rose in the early 1950’s and have been declining 
since, the prices of imported goods, mostly manufactured products 
and petroleum products, have been rising; import prices in 1958 were 
16 percent above the 1950 level. Here again there were differences 
among countries, some countries being less adversely affected than 
others by increases in the price of imports. The table following 
shows for all Latin America the movements of the price of imports as 
compared with that of exports and, derived therefrom, an index of 
the terms of trade. 


TABLE 13.—Prices of Latin American imports and exports 




















[1950= 100} 

Imports | Exports | Terms of Imports | Exports | Terms of 

trade trade 

(a) (2) (2)+@ (1) (2) (2)+(1) 
9095-3. -hosiie oa 100 100 100 }} 1955.........-.-... 106 108 102 
FUE a oh tees eik was 115 118 | _ § eB. SRE See ee lil 105 95 
Peds Secu wdbnwdd 119 112 GRP BOR ti lilc. 8 lil 105 95 
ekdtetiees deme 108 108 100 || 19581 . 109 99 90 

ReeecAs sien sees- oe 108 115 106 


1 Extrapolated from preliminary ECLA data and U.N. statistics. 
Source: ECLA Bulletin, vol. II, No. 2, October 1958. 


The deterioration of the terms of trade, means, of cou that 
Latin American nations have had to export increasingly more of their 
products in order to import a constant quantity of goods. As the 
trend has been unfavorable to commodities in this decade, there have 
been: frequent complaints from commodity producers that they are 
being taken advantage of by producers of manufactured goods. It is 
worth noting, in this connection, that the terms of trade over the past 
30 years have not been unfavorable to commodity producers. “Trends 
in International Trade” * notes that the price of commodity exports 


3 GATT, Geneva, October 1958. 
47575—59——_4 
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meveased 197 percent from 1928 te 1955 whereas the price of govds 
exported by industrialized countries increased. 193. percent, im. the 
same period. The World Economic Survey for 1958. indicates that 
during this period the terms of trade have been decidedly favorable 
for countries exporting primary products, 
7. The purchasing power of exports 

Because of the deterioration of the terms of trade in the 1950's, the 
purchasing power of Latin America’s exports has not increased 
greatly in this decade and not at all since 1955. ‘The increase in the 
value of exports has been offset by the greater increase in the cost of 
imported goods. 


TABLE 14.—Purchasing power of Latin American exports 


| Import price | Purchasing 





| Value of index power of 

| exports (1950 = 100) exports 

| (1)+(2) 

(1) (2) (3) 

| 

| Billions | 
1950___. Soe $6. 6 100 | 6.6 
1951 ___- i 7:3 | 115 | 6.8 
1952... “tr 7.0 us 6.9 
1953____- | 7.6 108 7.0 
1954... .-...- :-| 7.9 108 7.3 
1955___ c 8.0 106 7.5 
SOM 1s L137 LE FIRE ie | &5 il W.7 
es Bie hn Diets exten eatincieie Acetea sities ty ii neil tate iil 8.6 lll 7.7 
NS sree we certs eee enh ore eee ae 8.1 109 7.4 








) Extrapolated from preliminary BC LA data and U.N. Statistics. 
Souree: ECLA bulletin. 


C. INSTABILITY IN PRICES, QUANTUM, AND EXPORT EARNINGS 


While there was no very marked change in the value of Latin Ameri- 
can exports over the decade of the 1950’s as a whole (again excluding 
petroleum) there were substantial year-to-year fluctuations. For cer- 
tain commodities and for certain countries, export earnings were 
subject to sharp changes. For industrial raw materials (ores, wool, 
cotton) price and volume changes were frequently in the same direc- 
tion, accentuating the effect on earnings. Demand for such com- 
modities is, of course, subject to considerable fluctuation in response 
to changes in the level of economic activity in the industrial countries. 
But even for commodities enjoying a relatively stable demand—food- 
stuffs and beverages—there were fairly sharp price changes througl- 
out the 1950’s, brought on primarily by changes in supply. 

Broadly speaking, fluctuations in price rather than in the volume of 
exports seem to have been primarily responsible for year-to-year 
fluctuations in the export values of the more: important commodities 


A 
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entering Latin America’s trade. This was true even of the industrial 
raw materials (with the exception of tin) with respect to both the 
prewar and the postwar peri Table 15 shows the average percent- 
age year-to-year fluctuations in the value, price, and volume of world 
exports of primary products important to Latin America. The table 
appears to indicate, however, that while price changes in the postwar 
period continued to play the leading role in determining fluctuations 
in earnings, changes in volume began to play a larger part than they 
had in prewar years. 

Table 15 understates the degree of foreign price changes. This is 
because the data are averages for many years, modest changes in some 
years offsetting extreme changes in others. The data do not 
reveal that fluctuations in price within years have frequently been 
greater than those between years. Table 16 shows for 11 primary 
products the year-to-year price changes during the 4-year period 
1954-58 and the percentage relationship of the high to the low prices 
during the year 1958. Some striking price movements are shown in 
the charts on the following pages and in appendix I. Note the sharp 
differences between. high and low prices within any year as well, as 
the sharp differences between years. 

The sharp fluctuations in the prices of export commodities obviously 
lead to sharp fluctuations in the total export earnings of countries 
dependent on one or two commodities. Tt price changes are accom- 
panied by change in volume in the same direction, the effect on earn- 
ings is even more serious. Countries such as Bolivia and Chile, 
heavily dependent on tin and copper PeRRPSHY Hy, are notoriously 
victims of sharp fluctuations in export earnings. Table 17 shows the 
year-to-year changes in, the export earnings of 20 Latin American 
countries. 

In Summary 


The foregoing highlights Latin America’s extreme dependence on 
the export of a few commodities, It indicates the close relationship 
between a high level of exports and a high level of economic activity 
in the Latin American countries on which, in turn, the rate of their 
economic development depends. It shows also that the development 
of Latin American commodity exports has been unsatisfactory for 
two reasons. In the short run, i.e., on a year-to-year basis, export 
earnings have been subject to wide fluctuations. ese have reflected 
substantial changes in prices and structure rather than substantial 
changes in the volume of exports as well. And over the longer run. 
volume has shown a disappointingly slow rate of increase. ‘This ap: 
pears to be the more serious threat in the long run to the aspirations 
of Latin American countries to develop their economies rapidly. 
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TaBLe 15.— World trade in primary commodities: Short period fluctuations in 
earnings, value, unit value, and volume 


{Average annual percentage changes, 1920-38 and 1948-57 1] 







1920-38 
Commodity 
Value Value Volume 
ee tk a a et ii dhwtinhinbtne 5 17 7 
I anit te eelcn innetpendiae we 5 7 
tek. cc cocboc toes ose 8 15 12 
Beef and veal..................-..--.-...- 7 10 13 
Mutton and lamb... .............-.-..... 6 14 10 
eper.b22. Lissa. seesl. 02... de 55 9 a 
I ace ai ine ennai 8 4 
ate cee wna ee ene 8 17 10 
Canes ict ob 3 used eh iene 5 14 8 
Siete: Repost inSain Tie 26 17 14 15 
BMOe ts. dbede, 2205s LIL. 25 9 16 14 
I catalan heh aiemash ngylhet ates 23 12 6 
eR Sra Eee. ee ee 23 13 17 a 
OOOO 355 eh i eh eeke pee ee 12 5 6 
EE its on cinch gabinnwnieees 18 7 3 





1 Jn accordance with frequent practice, percentage changes have been calculated always by using as the 
denominator the higher of the 2 figures to be compared... Thus, an increase in price from 10 to 20 is not 


counted as 100 percent increase but rather as an increase of 50 percent i.e., r=50 percent. As this example 
illustrates, the technique used results in dampened percentage changes. 
Source: Extracted from table 13, World Economic Survey, 1958, United Nations, New York, N.Y., 1959. 


TABLE 16.—Price changes for selected products of importance to Latin America, 


1954-58 


[Based on yearly averages of monthly price data] 


Percent change between years High 
. iakainlecnch teiuenimeeiiciioraianh ca Tanti. died Aen 
Commodity percent 
of low 
1954-55 | 1955-56 | 1956-57 | 1957-58 | price, 
1958 
Copper: wr). electrolytic or H.C. fire refined in 

NN Ce ebiinciin ch ob apo banat odbaptesectsaeciex +41 -—7 —33 —10 163 
Lead: Soft Be SS 97 Pere purity in London (U.K.)-_. +10 +10 —17 —24 114 
Zine: G.O.B.1 London (U.K.)-...-.......------.---.-- se +15 +8 —16 —20 128 
Tin: Standard a. 99.75 percent purity London 

CU ated eee ktebne Soe acknckossliokinpventdeckiteee +3 +6 4 —3 119 
Crude oil: U.S. gulf coast (U.S.) Texas Anahuac and 

as atl tier eins bnnntliie atin apigeess okieaDaadert 0 0 +3 +15 100 

Cotton: American middling, Liverpool (U.K.)......-_-. -4 —1s 0 4 115 
Weel: Raw, Dominion, Crossbred 56’s clean, c.i.f. equiv- 

DM CO Mone cnet coche wnat cedinlsedlldgondaccd -—7 -3 +20 —2B 127 
Wheat: No. 1 rein Spring, Minnesota market... + —5 —1 -3 105 
Cocoa: Accra, Ghana, fermented in New ane Wal. <. —35 —27 +12 +44 136 
Coffee: Santos 4, Brazil, in New York (U.S8.).-.......-.- —28 +2 -2 —14 131 
Sugar: World raws, f.0. b. Cubs I ii i —1 +7 +48 —32 115 
Beef: ‘Argentine hindquarters chilled (U.K.) Smithfield 

MOTE gas fn gg Bo ga eis bn Gack onh- aipedospecdiniey +18 —22 +4 14 144 
Tobacco: Flue-cured types 11-14 (U.8. sharks) Tae ae +7 —5 +4 12 136 


Sisal: African No. 1 c.i.f. European ports (U.K.). 2... +7 —2 —8 +i 116 


1 Good ordinary brands. 
Source: Various published data. 
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TABLE 17.—Year-to-year changes in export earnings 
[Millions of dollars] 





Uruguay......___-_-_- ja dadalilin thts sais 209 | —18 | —27 | +61 | —21 | —66 | +28 | —83/ +411 
VRE. c udciouccsdintecobaitewetaat 1, 753 [+192 | +97 | —5 |+245 |+183 |+243 |+250 | —45 


Source: International Finaneia} Statistics, IMF, August 1959. 
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CHAPTER II 
FACTORS CAUSING COMMODITY PROBLEMS 


Commodity problems arise from a variety of sources. Furthermore, 
the forces which may produce a severe commodity problem under one 
set of circumstances perhaps can be easily handled if circumstances 
are different. The conditions under which a commodity is produced 
or traded will determine whether the economic ups and downs or la 
connected with that commodity constitute a major or a minor pro 
lem for the producing country. 

To illustrate, a country depending for a very large proportion of its 
foreign exchange income on sales of a single commodity—e.g., Brazil 
and Venezuela—will be harder hit by a slump in the market for that 
commodity than will another country which Tas more diversified ex- 
ports. Ora country with strong financial and fiscal institutions and 
policies—lacking in many countries—will be better able to handle the 
short-term shocks of a loss of export earnings incident to a price 
decline, and the equally disruptive shocks of a commodity price 
inflation. 

Therefore, in cataloging those major forces responsible for com- 
modity problems, we must recognize that they hit with quite uneven 
impact from one country to another, and differ in their effect from 
time to time. 

There is one more important point. While commodity problems 
can be neatly categorized for analytical purposes, it is rare in the real 
world that the commodity questions that have to be faced by govern- 
ments are so simple. They are usually the result of several causative 
factors, and complex curative measures are required. Furthermore, 
it has been shown by experience that forecasting in the commodity 
field is extremely difficult, and hence unreliable. An attack on a com- 
modity problem based on today’s outlook may be, in practice, the 
wrong thing for the problem which develops tomorrow. 

With these cautions in mind, we begin a discussion of the forces 
creating commodity problems. 


A. NATURAL FORCES 


An exporting country’s foreign exchange earnings can be drastically 
reduced by unexpected natural forces such as floods, droughts, and 
pests, especially with respect to agricultural commodities. On the 
other hand, seemingly favorable natural forces, such as plenty of rain 
and sunshine properly spaced throughout the growing cycle, can cause 
a glut and a ruinous aesliin in both prices and export earnings. 
Sudden changes in supply are bound to be disruptive. If they are 
localized the disruption, of course, may also be localized. But some- 
times the accidents of nature occur everywhere at once in the same 
pattern, thus making a particular commodity problem common to 
many countries. 


47575—59——_5 23 


| 
| 


: ow 
acer ati i 











24 UNITED STATES-LATIN AMERICAN RELATIONS 


However, it appears that instability because of natural forces is 
diminishing, even though only slightly. For many products there 
are disease-resistant strains, and newly developed insecticides are 
reducing the chances of insect plagues. Thus the risks of a dis- 
astrous crop failure from these causes are less than they have been 
in the past. Also, many products are now more widely grown 
throughout the world; hence nature’s caprices are less likely to strike 
all important producing nations at once—but this is small comfort to 
the stricken country or to individual producers whose crops of sn 
individual export commodity are below normal. 

Inventories to some extent mitigate the effects of short crops due 
to natural forces, providing a stockpile which can be drawn down in 
order to keep exports at a high level even though current production 
falls off. Conversely, inventories can be built up when unexpected 
gluts threaten to undermine commodity markets. Coffee, cocoa, wheat, 
corn, sugar, and cotton have all been widely inventoried in Latin 
America, in the United States, and elsewhere. However, inventories 
do more than mitigate the vagaries of nature. In themselves, they 
create a special kind of commodity problem which will be considered 
below. 


B. RELATIVE INELASTICITY OF DEMAND TO PRICE CHANGES 


It is characteristic of most basic commodities that demand does not 
rise proportionately to a decline in price. In some cases this is because 
demand is relatively stable over a wide price range. Coffee is an ex- 
ample of this. When prices fall from $1 a pound to 50 cents, Ameri- 
cans do not drink twice as much coffee. On the other hand, they do 
not drink appreciably less at prices above $1. In other cases the de- 
mand is derived from the demand for another product, and is there- 
fore relatively insensitive to price changes. For example, Detroit’s 
demand for lead for storage batteries is largely a function of the sales 
of automobiles. 

When nations find that the demand for their exports is fairly 
stable, regardless of price, they tend to look with less favor on efforts 
to sell more at reduced prices as a means of attempting to maintain 
foreign currency earnings. They usually find that such competitive 
offerings simply reduce earnings for all exporting countries while 
surpluses continue to pile up. It is under such circumstances that 
nations are likely to seek cooperative marketing arrangements de- 
signed to regulate supplies entering the market, and thus support 
prices. Unless they are carefully managed, such efforts run the risk 
of losing a substantial part of the market to substitutes and also of 
perpetuating surpluses. 


C. VOLATILITY OF IMPORT REQUIREMENTS FOR COMMODITIES RELATIVE TO 
TOTAL DEMAND 


As the previous paragraph suggests, demand for certain commodi- 
ties, industrial commodities in particular, will swing with the level 
of business activity. Let there be a recession here and demand for 
copper, lead, zinc, wool, and other commodities will fall sharply, and 
price declines will not arrest it. 
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This is all the more true for commodities which are traded inter- 
nationally for they tend to be the marginal supply of importing 
countries, This is particularly true where the importing countries are 
also big producers, which is quite common in the case of agricultural 
commodities. It is also true, with respect to the United States at 
least, in the case of many minerals. The effect of this marginal posi- 
tion of internationally traded commodities is to exaggerate changes 
in demand for exports in relation to changes in Sctak aleendae 

For example, suppose that the U.S. normal requirement of a par- 
ticular commodity is 100, of which domestic production normally 
accounts for 85 and imports 15. If a recession reduces demand to 80, 
domestic producers and the Government will take measures to assure 
that domestic sources will supply almost all this demand, and im- 
ports will virtually cease. If this result does not come about through 
“natural” economic forces, it can be expected that protectionist de- 
vices will help it along. Thus the international trade in the com- 
modity will take the major burden, if not all of it, in the decline of 
business activity. The table following shows that in 4 recent 9-year 
period U.S. imports of refined lead varied 26 percent on the avera 
while domestic production changed only 5 percent. Other commod- 
ities show equally impressive differences. 


TABLE 18.—Changes in volume of imports compared with changes in domestic 
production in the United States, United Kingdom, and Western Europe 


{Annual average of percentage changes during 1948-57] 


Changes in— 





Import | Domestic 
rod 





United States: United States—Continued 
ad, refined, pig.......- 5 ied aomenebae 3 7 
Tin, refined, pig........-- 13 Se ihn sipttitienind sapiens 4 8 
re 21 4 || United Kingdom: 
Bins, MOD... 20k 20 Lead, refined_...........- 22 13 
Copper ore and concen- oY | See 19 6 
en nbcstentocita 18 8 Copper, refined_..__...... 8 ~ 
Copper Western Europe 
Unrefined a cial iltesl 12 a da vnchcaucmtnaninnaind 18 10 
Wc ce oencasbeks 14 a Is cs sailindeninieacnigsenta 2 7 
Zine, ore, and concen Fiscal ne ctipnarkea chp cick 12 2 
gd a ere cad 9 7 RSIS RE eee 7 4 
Petroleum, crude........- 6 


Source: Derived from table 16, World Economic Survey, 1958, U.N. 


Even where importers are not also producers, a decline in business 
activity in importing countries can have a disproportionate effect on 
commodity trade as consumers use up their inventories as a form of 
retrenchment. 

Conversely, in times of rapid economic expansion in importing 
countries, the chances are that commodity trade will boom. The re- 
sulting high prices can have undesirable effects in the exporting coun- 
tries by producing new inflationary pressures. 

These tendencies are not present in all commodity markets; how- 
ever, they are prevalent enough to make this a significant factor caus- 
ing commodity problems, 
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D. LAG IN COMMODITY EXPORTS RELATIVE TO WORLD ECONOMIC GROWTH 


Over the longer run the world demand for imports of primary prod- 
ucts has not kept pace with the growth of world production. This 
has limited the export earnings of countries that remain heavily de- 
pendent on trade in primary products, and hence has limited the 
availability of capital for investment. The following table shows 
that world manufacturing production has grown by 146 percent since 
1928, whereas the volume of exports of primary commodities has in- 
creased only 32 percent—only 14 percent if petroleum is excluded. 
Exports from nonindustrialized countries such as those which pri- 
marily concern us in this study have fared better; the increase has 
been 53 percent, but only 23 percent if petroleum is excluded. 


TABLE 19.—Percentage increase in world manufacturing production and exports 
of primary commodities, 1928 to 1955-57 


Percent increase 
World manufacturing production.............-.2..5---2.-2.-.--.<---- 146 
Production of industrialized countries__............-.----..----------- 145 
World exports of primary products: 
I I een tere 32 
abla BR eh Ec —- nena eel A ei mths Cay alphas ae 14 
Exports of primary products by nonindustrialized countries: 
See ern. fs oe ee katate ewenetes case 53 
Weta we Fo oS Ba Ses aes tn 23 


Source: Table 1, World Economic Survey, 1958. 


In elaboration of the above table, the volume of exports of petro- 
leum and other fuels has grown more rapidly than manufacturing 
production; ores and nonferrous metals have lagged somewhat; bev- 
erage crops have lagged more, and other agricultural products and 
foodstuffs have done very poorly indeed. Those countries in Latin 
America which rely on exports of mineral products and ores such as 
lead, copper and zinc, and petroleum, and those whose chief exports 
are coffee or cocoa, have done better than primary producers generally 
over the past three decades. The lag in the volume of Latin Amer- 
ican exports has been somewhat less serious, because the long-run 
and reasonably favorable trend in prices has helped to hold up export 
earnings. 

Nevertheless, the failure of world trade in primary products to 
share equally in long-term economic expansion is a fact which has 
to be reckoned with in countries heavily dependent on such trade. 
There are two main forces responsible for this trend. The first is 
technological change, which has resulted both in the more efficient 
use of raw materials, and in the use of synthetic substitutes for nat- 
ural products. Thus, although our communications network is vastly 
larger than it was in the 1920’s, a pound of copper delivers many more 
messages. Similarly, a pound of green coffee produces more cups of 
instant than of regular coffee, a certel of oil produces much more 
power, a pound of tin lines more cans, and a ton of iron ore produces 
more square feet of thinner, lighter, and stronger steel sheets. Efli- 
cient use of materials is also exemplified by reclamation and reuse of 
materials on a far larger scale than used to be the case; lead is a good 
example. Technological change involving synthetic substitutes has 
adversely affected the hintiand for natural fibers and metals, and 
even for medicinal and aromatic herbs. 
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The second main force is the far greater degree of self reliance in 
commodity production on the part of countries which were formerly 
heavy importers, especially the nations of Western Europe. This 
trend is most marked with respect to foodstuffs and other agricul- 
tural products. Particularly in the United States and Western Eu- 
rope, the demand for high-calorie, low-cost grains has diminished 
on a per capita basis and the desire for high-protein dairy and meat 
products has increased. The grain producers of Latin America have 
thus suffered a double blow: stagnation in the growth of world 
demand and a greater share of it being met from indigenous sources. 

Statistics prepared by the United Nations show that Western Eu- 
rope today in.ports less in relation to consumption than in 1928 or 
1948 for 15 leading products in world trade. To the contrary, the 
United States has increased its imports in relation to consumption 
for a number of items, most of which are industrial raw materials 
and not foodstuffs, 

Evidence is unmistakable that Europe’s greater degree of self- 
reliance has been made possible only by protectionism—tariff, quotas, 
price supports, and related measures which have induced production 
of commodities that can be more efficiently produced abroad. Such 
practices were part of the autarchic policies of the 1930’s. And post- 
war foreign exchange shortages made it advisable, if not imperative, 
that European countries reduce their great dependence on overseas 
supplies until their own productive capacity permitted them, once 
again, to engage in balanced economic trade. Now that Europe has 
gone far toward reaching this end, continuation of protective meas- 
ures in the degree practiced today is uncalled for and costly. More 
will be said of this balades and in the concluding chapter dealing with 
the relationship of commodity problems to other aspects of U.S. eco- 
nomic policy. 

BE. INELASTICITIES OF SUPPLY 


Actual and threatened price declines would not go so far if pro- 
duction of commodities were curtailed when demand begins to fall 
off. But it is easier to shut down an assembly line in Detroit than it 
is to curtail agricultural output or the production of certain metals. 

Once crops are planted, the farmer will bend his own labor to har- 
vest or he will hire others to do it so long as the return on the crop, 
however bad it is, covers the cost of harvesting. It is the future crops, 
and not the present one, that will be curtailed by low prices. For 
certain products grown in Latin America cauaniali coffee and cocoa, 
supply is unusually inelastic. Cocoa and coffee trees begin yielding 
only 5 or 6 years after planting. Hence the farmer must also be a 
puaniet, betting on per 5 years ahead. If the gamble turns out 

adly, the farmer will nonetheless pick the trees just so long as har- 
vesting costs can be recovered. But he will also be discouraged from 

lanting new trees, and thereby a shortage 5 or 7 years later may be 

orn. z turn, that may provoke high prices, more trees will be 
planted, and the gamble starts anew. 

This process brings on gluts and shortages that are a long time 
in the making. The gush of coffee today, for example, is a response 
in part to the very high price—over $1 a pound to the U.S. house- 


1 See app. I, table 7. 
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wife—which Rope in 1953. And although today’s price is down 
nearly to half of what it was 5 and 6 years ago, the coffee trees keep 
producing. 

Even where long growing cycles are not a factor, supplies of com- 
modities may be inelastic because it is difficult to switch resources to 
the production of other items. Soil and terrain may not permit 
diversification ; know-how in the culture of other crops may not exist ; 
new types of machinery may be needed; the required capital is woe- 
fully lackinie in many Latin American countries. If farmers find it 
difficult to switch production, they will go on growing what they 
have been growing even though prices are erratic and unsatisfactory. 

Supplies of mineral products are also often inelastic. There is 
understandable reluctance to cut back production when such a large 
proportion of mining costs are fixed: machines that become outmoded 
and depreciate with age, loans that must be serviced, lease rights to 
pay for, salaries and other overhead costs that keep running. The 
mineowner will therefore often take whatever he can get for his prod- 
uct, so long as he covers current operating costs and a part of his fixed 
costs. In Peru, Chile, Ecuador, and Mexico mines have in recent 
periods kept going at greatly reduced prices rather than shut down. 


F. INVENTORYING 


Most of the commodities of great interest to Latin American coun- 
tries can be inventoried. They do not readily deteriorate, and storage 
costs are reasonable. In many Latin American countries inventories 
go up when prices and sales are down. There is an underlying ho 
that the market will soon improve, and that inventories can then be 
sold off at a profit. 

But a problem arises when this hope is not realized. If production 
is not then curtailed, inventories will keep building up. When stocks 
become very heavy and’ have been held for a long time, the belief 
= that they are bound to be sold. The market then becomes 

epressed and the new crop sells at a lower price even though current 
supplies may be well balanced with current demand. 

Once they are accumulated, inventories inherently create a bias in 
the direction of lower prices. Prices cannot rise a great deal, even 
when current demand outstrips new supplies, because inventories 
can readily be drawn upon. On the other hand, if new supplies out- 
strip demand, prices may dip unduly because doubts arise that the 
producing nations will continue to add to already large stocks. 

World inventories of many agricultural commodities are now very 
large in relation to consumption. The largest of these inventories are 
held by the United States, including many of the export products pro- 
duced in Latin America—principally metallic ores, cotton, and grains. 
Many other nations also hold stockpiles of commodities. Great pru- 
dence is required in disposing of them, for unwise releases can upset 
commodity markets very quickly. So long as nations have protec- 
tionist policies and engage in price support and other related pro- 

ms which encourage production beyond reasonable prospects of 


emand, the inventory problem can only become larger and more 
dangerous. 
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With the exception of coffee, Latin American countries have not 
in recent years accumulated unduly large inventories of commodi- 
ties, perhaps because they cannot aftord it. Furthermore, these coun- 
tries have, by and large, liquidated inventories when conditions were 
reasonably ievenain In 1957 Brazil liquidated cacao stocks accu- 
mulated in the prior year when prices were very low. Coffee stocks 
built up at low prices in 1954 were sold by Colombia in 1955 when 
prices had recovered. Uruguayan wool accumulated in earlier years 
was sold when wool prices recovered in 1959. In Bolivia and else- 
where stocks of metals generally accumulate in the first months of 
softness of the market only to be unloaded as soon as prices recover. 

This record is blemished by Latin America’s present heavy inven- 
tories of coffee. Brazil alone is estimated to haye 114 years of exports 
on hand. With prospects of further declines in prices in years ahead 
and of further excess production of coffee, the inventory problem may 
become unmanageable. Brazil is already using some coffee for fer- 
tilizer. Destruction of stocks on the massive scale of the 1930’s is not 
out of the question? 

The United States has taken some action to reduce its stocks. Over 
$4 billion of farm surpluses at cost value have been sold under Public 
Law 480; sales under this program have been made to Argentina, 
Bolivia, Peru, Brazil, Ecuador, and others in Latin America for a 
total of $400 million in local currencies. But there remains about 
$9 billion of agricultural surplus stocks, costing about $1 billion 
annually to maintain,‘ and further stocks will go on accumulating so 
long as our farm price support program continues in the manner and 
on the scale of recent years. 

Our other stocks, consisting of a considerable extent of ores and 
other products from Latin America, are based on defense needs. They 
are valued at $6 billion. There are stiff practical and legal bars to 
the liquidation of these stocks. 


G. COMPETITION 


Certain Latin American exports are in difficulty because of in- 
creasing competition not only among the Latin American nations 
themselves but also from producers on other continents. New com- 
petitors are usually expanding their production while those losing 
sales are reluctant or slow about cutting back production. If, as has 
happened in the case of coffee and lead, demand only creeps up while 
supply from new sources booms, a real commodity problem emerges. 

igures for selected important commodities reveal the extent to 
which Latin American producers have lost ground to producers in 
Africa and Asia for some commodities and gained in others. In gen- 
eral, new production of ores seems to be opening up more rapidly 
in Africa than in this hemisphere. Coffee has become an important 
crop for Africa, chiefly at the expense of Brazil. 


» to Wall Street Journal, July 22, 1959, reports that coffee stocks in Brazil may be 
urned. 

* Value of sales agreements. 

« As of end of the year 1958. 
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TABLE 20.—Latin America’s share of world production, 1927-29 and 1955-57 





percentages 
1927-29 1955-57 
Gdns Sosa de onc uhs saccdnuhincubabadctuntadeambaeetay enddeseha 25 20 
i eich ndidde neha dees Locdevitiindididadiiaaegsledthbies Lbbbin te > Lieeads ll 19 
oo saison tasiciesaeitorepidaenenssam coeaaibaiin sas veliease elphikascadpenetta dieing iam tate tesa anatenth edaraiebaaiata 17 i. 
Tihs i Sti oh ol Seah Sain bak le aback ce Bk cbeeddadcwindolbinch bE-cntin Guhic band 1 
YY RE ST PS REEL POEL ERNE PELE IES NE NET 90 80 
WO She oe oie ee Beene cahs babe oo unb eet he nacanslec ada! ube 18 12 


1 Exports in 1930 and 1958: Coffee, annual report of Pan American Coffee Bureau; other commodities, 
table 8 of World Economic Survey, 1958. 

2 Argentina and Uruguay; for 1945 and 1957 from Commodity Yearbook, 1958, Commodity Research 
Bureau, New York. 


Source: Table 8 of World Economic Survey of 1958. 


Part of Latin America’s growing competition arises from the pre- 
ferred position enjoyed by certain colonial and ex-colonial territories 
in the trade of mother countries in Europe, notably France, Belgium, 
and the Netherlands. These territories export commodities which 
compete directly with those of Latin America. Latin American na- 
tions are now concerned because the European Common Market 
Treaty will enlarge these preferences and extend them to Italy and 
Germany, markets which are very important to Latin America. 
Though the United States supports the treaty, it has expressed the 
hope that the Common Market will lead to a lower tariff level through- 
out the world, with a minimum of discrimination against nonmem- 
bers. The United States, the Latin American countries, and others 
throughout the world can effectively express their attitudes toward 
these preferences through the machinery of the GATT. 

Part of the competition faced by Latin American nations comes, 
of course, from their neighbors. Central American nations compete 
vigorously in the coffee market and in the export of sugar. Lead and 
zinc from Mexico compete with the same products from Peru. Many 
Latin American nations compete for exports of cotton. Finally, 
these countries have to compete with producers in the importing na- 
tions, most notably in the United States. 

Some Latin American nations have gained preferred footholds 
which tend to protect them somewhat from the extremes of market in- 
stability due to competition, For example, several nations of Latin 
America have preference in the sale of sugar in the U.S. market under 
our Sugar Quota Act, just as the Commonwealth nations have prefer- 
ence in the sale of sugar to the United Kingdom. Our quotas are par- 
ticularly valuable because sugar is sold in the United States at a price 
oneal much above the world price. 

Many Latin American nations also have trade agreements with 
countries in Europe and elsewhere which in effect give them a some- 
what better chance to sell there. In the aggregate, these preferences 
are unimportant and cannot endure unless Latin American products 
remain competitive. 


H. COMPETITION FROM SUBSTITUTES 


An American spokesman recently described to a body of the United 
Nations how the high price of lead some time back led to its being 
displaced by aluminum and polyethylene in sheathing for electric 








UNITED STATES-LATIN AMERICAN RELATIONS 31 


cables. Substitution of commodities is always influenced by price 
changes. If tin becomes too expensive, the familiar beer and vege- 
table can may give way to glass containers. Synthetic chocolate has 
been deevloped and widely used in reaction to high prices of cacao. 
Copper and aluminum are in competition with each other and with 
some of the newer plastics. Wool and coton have lost ground to syn- 
thetic fibers. Although bananas have no near substitute, the con- 
sumer reaction to high prices is to eat other fruits. The distinct pos- 
sibility that a synthetic and competive substitute will be found for 
coffee has been reported by the Stanford Research Institute in a study 
for the Senate Foreign Relations Committee. 

Sometimes substitutions are made almost immediately if price re- 
lations change. This would clearly be the case, for example, with re- 
spect to different grades of ores; in such a case, prices would have to 
move together or one grade of ore would lose out completely. Typi- 
cally, however, substitution involves costly development of new prod- 
ucts and/or costly adaptation in processing and manufacturing by the 
user. Hence, within limits, users are often reluctant to make sub- 
stitutes. However, once the substitution is made and the costs in- 
curred, there is the same cost-inspired reluctance to shift back to the 
original product. Hence, substitution is encouraged if artificial sup- 
ports maintain prices too high for too long, and it becomes difficult 
to reestablish the original market. 


I, INCREASE IN PRODUCTIVITY 


Great strides in agricultural productivity are a contribution to 
commodity problems. In the United States efforts made to cut back 
farm surpluses by reducing acreage under cultivation have been un- 
vieeuntal for each acre is yielding more than ever before. For ex- 
ample, in the immediate postwar period the average yield of cotton 
was 250 pounds per acre; it is now over 400 ss omeait 

In Latin America productivity has also increased—although not 
quite so spectacularly as here—and further increases are inevitable. 
Insofar as this permits crops in short supply to be grown more effi- 
ciently, it is all to the good. Insofar as it results in further gluts, 
it creates serious problems of population adjustment in agricultural 
areas. The effect of increased productivity in the use of nonagricul- 
tural commodities has been discussed above, especially with respect to 
improved uses of materials. 


J. PROTECTIONISM 


The nations of Latin America would sell far more abroad if other 
nations, particularly in Western Europe, were not sheltering their own 
production. In several countries of Western Europe prices of agri- 
cultural products are supported at well above world prices so as to en- 
courage production, and imports are limited purely for the purpose of 
buttressing those supports. The following table, showing the prewar 
and postwar percentages of Europe’s requirements satisfied from do- 
mestic production, indicates that Europe has indeed become more 
self-supporting. 


5 Speech of Thomas Mann, Assistant Secretary of State for Economic Affairs, before the 
Commission on International Commodity Trade, r. 16, 1959. 
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TABLE 21.—Imports of selected foodstuffs into Europe as a percentage of total 
supplies, prewar and postwar, OEEC countries only 


Prewar 1953-54 to 


1955-56 
ret NS clad, hak da nc beck eek b dha edd den eae 26 17 
I i  cemene ss lain pick apse intact teria aca 27 20 
ee CHD 6 bi doin dices cede dcciincdlnrouccdsteinndaiewiig datblinsteed 46 27 
i li Nil Ein ieee ee teil cltceniiee nae Riel taal 12 3 
SMe na nce: pai eeerbictninn: Ainatieene pocceus'ea mauanacedatioiea teaieaieae ae 48 45 





Source: Derived from OEEC General Statistical Bulletin No. 6, 1957, pp. 36-61. 


The United Nations has estimated that if Europe were importing 
now relatively as much as before the war, its imports of foodstuffs 
would be $2 billion higher per year, of which $600 million would be 
for cereals, $200 million for sugar, $400 million for meat, and $100 
million for butter. Latin American countries would benefit from 
larger exports of sugar and meat, but the grains and dairy products 
would fall mostly to the United States, Canada, Australia, and 
others. 

As regards noncompetitive — such as coffee, tea, cocoa, and 
bananas, duties and other burdens are extremely high in Europe. In 
France and Germany, for example, the duty on coffee is 20 and 30 
percent respectively, with other burdens adding on an additional 
40 and 50 percent respectively. The United Nations estimates that 
$100 million more in exports of coffee, tea, and cocoa would result if 
European duties were substantially reduced. Latin America would 
benefit only partially from this bicweas as has been pointed out 
above, the European countries give preference to their overseas pos- 
sessions and countries in their monetary areas, and these preferences 
are being extended to all members of the Common Market. 

As Europe is naturally deficient in most minerals and must rely 
heavily on imports, the protection it grants these products is not 
generally significant. However, the preferences accorded to African 
and Asian sources is a form of territorial protection which operates 
against Latin America. 

As will be brought out in more detail in chapter V, protectionism 
in the United States (as well as some other aspects of our own com- 
modity policies) has an adverse effect on Latin American exports. 
More liberal trade policies on our part would result in more imports 
of Latin American agricultural products such as sugar, wool, vege- 
table oils, and meat. In the minerals field lead, zinc, and copper are 
all protected, with the result that U.S. high cost production takes a 
market that would otherwise be largely filled by Latin America. 
Quotas on petroleum have undoubtedly inhibited imports from 
Venezuela. 

Protectionism in importing countries not only curtails Latin Amer- 
ican exports. It also contributes to price instability because it is 
precisely when markets soften that protectionist measures are usu- 
ally tightened. That is, the importing countries try first to shield 
their own producers from the effects of falling demand, which means 
that the brunt of these effects is taken by the exporters. 
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K. SPECULATION 


Especially in the short run, speculation can have a very disturbin 
effect on commodity markets. For example, rumors of a potentia 
crop failure can start a scramble for su ies among traders and an 
inevitable sharp increase in prices. ten this is reinforced by 
speculative withholding of supplies from the market, which makes 
prices rise even more. Such apres is not damaging to export- 
ing countries—indeed, it may be beneficial if it results in an unex- 
pected and costless increase in foreign onchange receipts—provided 
the price effects are short term, and do not influence production de- 
cisions. Sometimes, however, speculative price increases endure eg 
enough to encourage additional production, usually at high cost, an 
the readjustment to normal conditions becomes very painful. 

Speculation often follows unexpected events. After Korea and then 
again after Suez supply uncertainties sent commodity markets boom- 
ing. In extreme circumstances of this kind, there may be intergovern- 
mental allocation of supplies and sometimes direct attempts at price 
control. A threat of nationalization in a country that is an important 
supplier of a commodity will touch off speculative buying. An an- 
nouncement by the United States that stockpiling policy has been sub- 
stantially altered will cause immediate reactions in markets for the 
commodities concerned. Strikes, internal disturbances, a sudden 
change of government in a country which is an important commodity 
supplier, will have a sudden impact on the market. Merely to list 
these occurrences suggests their unpredictability and the uncertain 
extent of their impact. 

The price changes resulting from speculative activity may be point- 
less, and are the very kind that many nations want to halt through 
international commodity agreements or similar measures. The prob- 
lem, of course, is to determine what price movements are purposeful in 
that they reflect real changes in demand and/or supply conditions, 
and which are those changes that reflect only the traders’ guessing 
about what other traders are thinking. 


L. TRADE OF THE SOVIET BLOC 


Commodity trade of the Soviet bloc with outside countries is insig- 
nificant in relation to free world commodity trade. Nevertheless it 
can sometimes unstabilize commodity markets. Thus, the Soviet 
Union offered considerably more tin in world markets in 1958 than 
in prior years, thereby causing prices to fall below the minimum set 
by the Tin Agreement.® 

Aluminum ingot prices were under pressure this past year because of 
Soviet offering at 4 to 12 percent below the market. 

Cotton prices have been depressed because cotton taken from Egypt 
by Iron Curtain countries as a gesture of friendship have been sold at 
prices below those paid. 


* According to the Statistical Bulletin of ITC, imports from U.S.S.R. by principal 
Western European countries average 1,700 tons Ber quarter in 1957 and rose to more than 
4,500 tons per quarter in the last 9 months of 1958. 
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It is doubtful that Soviet dumping has been aimed at damaging the 
economies of the producing countries. The Soviets are wooing many 
underdeveloped countries which are producers of primary products; 
it would seem illogical for them to undermine the commodity trade 
which is so vital to those countries. It is significant that Russia agreed 
to limit its tin marketings after a stiff protest from Indonesia; and 
the Egyptian disillusionment with the Soviet bloc as a “friendly” 
customer for its cotton has not been lost on the Russians. 

While Soviet bloc exports do not compete seriously with those of 
Latin America, there are some Soviet-bloc import requirements which 
Latin America can partly meet. The Soviet Union and some Eastern 
European countries are importing wool from Uruguay, copper from 
Chile, cocoa and coffee from Brazil, and a variety of commodities 
from other countries, principally Argentina. The exchange is for 
petroleum, machinery, and other essential goods. Latin American 
exports to the Soviet bloc have been small, not much above 1 percent 
of all exports in recent years. Overtures made recently by Iron Cur- 
tain countries suggest larger trade in the offing. 

Latin American nations appear aware of the danger that Soviet-bloc 
trade can be turned on or off at will. They also note that free world 
trade is unstable and uncertain. It matters little to the commodity- 
producing countries that the Soviet reasons may be political, while ours 
are dictated by economic factors. The practical result is the same: 
Latin America cannot count on free world purchases remaining fairly 
steady from year to year. This accounts for an apparently growing 
body of opinion in Latin America which sees little difference between 
trade with the United States and Western Europe, and trade with 
the Soviet bloc. In any event, trade with the Soviets appears to have 
risen in recent aor but almost all of its continues to be concentrated 
in Argentina, Brazil, Cuba, and Uruguay, with Chile becoming more 
important recently, e.g., definite arrangements were concluded for 
the sale to the Soviet Union of 20,000 tons of copper wire in 1958. 


TABLE 22.—Latin America: Trade with the Soviet Union, Eastern Europe; and 
mainland China 


[Millions of dollars at current prices] 























Imports 
Year 

Total? | Eastern | Soviet Total? | Eastern | Soviet 

Europe | Union Europe | Union 
ED is ceaasnadedlliigins haticetw’ bdiskathomedasauiek 21 PE Eaccudupeee 22 19 1 
a i i ai a a da 39 TR Babe tomes 98 80 12 
i 31 BT isin Reahiaee 25 12 
Rela cin cet cb oc ese kp iacbace 160 119 39 179 101 73 
PE iatienrcbicusatscbapecdseutiee ttl a 133 100 30 109 75 32 
Udit teiislnnin ing celina ienampeanediamen 65 60 5 118 57 58 


1 Albania, Bulgaria, Czechoslovakia, Hungary, Poland, and Rumania. 
2 Including (mainland) China. 


Source: Economic Survey of Latin America, 1958. The survey states that the figures are based on Latin 
American national statistics as grouped by ECLA. 
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A SumMMaARY 


This chapter will have shown the complexity of forces making up 
commodity problems. Some clearly are the result of the vagaries of 
demand, particularly for commodities that respond sensitively to the 
general level of business activity. Others clearly come from the sup- 
ply side, and also from conditions that keep pushing up world sup- 
ples regardless of the rate and direction of change of demand. Some 
problems arise from Government policies with respect to stockpiling, 
price supports, and protectionism. Shifts in world demand from one 
product to another and the growing use of synthetics contribute to 
commodity problems, as does the great progress in technology which 
makes more efficient use of raw materials. 

Some of these factors create shortrun problems of instability; 
others explain the long-term lack of growth of commodity markets; 
some have both shortrun and longrun effects. If any one impression 
stands out, however, it is that supplies are increasingly outrunning 
demand for many products. 

The next two chapters deal with what is being done about these 
problems at the national and international levels. 











CHAPTER III 
ATTEMPTS TO DEAL WITH COMMODITY PROBLEMS 


Many different means have been developed for attempting to deal 
with commodity problems. Some are direct, others indirect. Some 
call only for internal action by the producing country; some require 
concerted action by a group of producing countries; others call for 
broader international action. Some require participation by the 
United States; others do not. By and large, these various means are 
not mutually exclusive. It is usually the case that several of them 
should be brought to bear on any given commodity problem. 

There is this one common characteristic: Almost all actions taken 
to deal with commodity problems require some sort of interference 
with free economic forces. Usually the question is not whether to 
interfere, but rather how best to interfere with the least damage to the 
good features of the market mechanism and with the greatest impact 
on the problems under attack. The choice of methods, therefore, will 
vary according to the specific nature of the problem. 

In this chapter we discuss several of the methods now being tried 
throughout the world, and especially in Latin America. However, 
discussion of international commodity agreements is reserved for the 
following chapter. 


A. ECONOMIC DIVERSIFICATION AND DEVELOPMENT 


Many countries would be less concerned about commodity .problems 
if they were not so heavily specialized in the production and export 
of one or two primary products. Overspecialization is one of the 
factors—though certainly not the most significant one—behind the 
drive of most underdeveloped countries to Siversify their production 
of primary products, to promote domestic industries, and to reduce 
their feeanlioaes on imports of essential supplies. The goal of “eco- 
nomic development,” whether vaguely — or embodied in a con- 
crete program, often implies the desire for substantially less vulner- 
ability to the vagaries of world markets for one or two primary 
products. 

However, economic development as a means of dealing with over- 
specialization is a long-range matter. Ultimately such development 
may make commodity problems in Latin America much less severe in 
relation to the economies as a whole than they are today, but in the 
meantime the problems will still exist. Development per se provides 
no immediate solution. 

There is also a danger in identifying the goal of economic vain 
ment too closely with the goal of eliminating current commodity prob- 
lems. This danger is that the obvious palliative of diversification 
will be sought through ill-conceived measures resulting in investments 
of dubious value. It may also lead to measures designed to reduce or 
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hold back the absolute, rather than relative, production of commodi- 
ties which have a clear comparative advantage in the country, or of 
discouraging the exploitation of promising raw material resources 
in order to de-emphasize “commodities”. 

Economic development will certainly help to lessen the severity of 
commodity problems. But it is equally true, and often overlooked, 
that alleviation of commodity problems can speed the process of de- 
velopment. Oversupply and severe income hictaations are the two 
most common commodity problems. Under conditions of’ chronic 
oversupply, incomes, and therefore savings, are usually low, and re- 
sources are often wasted in the useless vetectings of surplus commodi- 
ties. Violent income fluctuations of the kind that arise from erratic 
export markets create alternate shortages of foreign exchange and 
internal inflation, neither of which condition is conducive to savings 
and constructive investment. Thus commodity problems inhibit a 
country’s potential for economic development. And while foreign 
investment may round out a country’s investment program, the bulk 
of its investment capital for economic development must come from 
internal savings. 


B. STABILIZING THE INCOMES OF LOCAL PRODUCERS 


The above is one of the reasons that governments have found it 
desirable to use devices deisgned to protect local producers from loss 
of income when prices decline, and to protect the economy from in- 
flation when world prices are low. 

One means for doing this is for the government itself to become an 
important, if not the sole, exporter of commodities. It then fixes the 
price at which it will buy locally, and it may sell abroad at another 
price. If international prices are higher than the local price (based 
on the official exchange rate) then the government makes a trader’s 
profit which may be used specifically to support the sector of the econ- 
omy concerned—agriculture or mining—or it may go into the general 
revenues of the country. The government’s problem in this case is 
to set the right domestic price, one which prompts the right amount 
of production and which is not far out of line with developments 
internationally. 

In the later 1940’s and early 1950’s the Argentine Purchase Board 
controlled all foreign sales of wheat, meat, and many other products. 
It also fixed domestic prices for them at prices substantially below 
world levels and, as a consequence, the board made handsome profits. 
But problems appeared in the mid-1950’s when world prices dropped 
below the domestic level. Subsidies then had to be paid local pro- 
ducers and when inflation became rampant, these subsidies had to be 
increased so as to maintain the real income of the producers. Such 
government boards are still used in Asia and Africa but are not now in 
use in Latin America. 

Another means of stabilizing local income is through the adjustment 
of export taxes. If these taxes are lightened when world prices drop, 
the producer is spared the full effects of the price decline; similarly, 
he is denied the full windfall of price increases if taxes are raised at 
that time. Almost every government in Latin America has employed 
this procedure at one time or another, and currently it is widely used. 
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However, statistical evidence compiled by the United Nations suggests 
that the variable export tax has not been effectively used to stabilize 
local incomes.’ 

A third device widely used in Latin America to stabilize local in- 
comes is adjustment of the exchange rate applicable to conversion of 
foreign earnings into hard currencies. Thus when coffee prices are 
excellent, earnings from coffee exports may be converted at 8 local 
currency units to the dollar while the general rate is, say, 12 units to 
the dollar, the difference of 4 units is, in effect, a tax paid by coffee 
producers to the government.’ 

In setting the exchange rates for particular products, governments 
must exercise care that they do not discourage production and exports. 
Both Argentina and Uruguay recently revised rates upward to give 
more currency for exports of wool and other products, because pro- 
ducers were reluctant to export at the prior lower rates. 

In periods of rising prices, governments are quick to increase this 
exchange rate tax; otherwise income of the farmers or miners would 
soar. When world prices fall, governments may ease the burden of 
the exchange tax and thus spare producers some of the full effects of 
the price decline. Through its system of aforos and similar means, 
almost every country in Latin America has at one time or another ad- 
justed exchange rates so as to influence the local earnings from exports. 
Nonetheless, statistical evidence shows that local incomes tend to rise 
almost as much as foreign earnings.® 

A very popular device employed in Latin America to place a floor 
under incomes, a device familiar to Americans, is the outright price 
support program. This permits producers to sell their products to 
the government at a price which it has agreed to support. If the 
support price is changed only moderately From one year to another, 
sharp price declines abroad will not cause commensurate declines in 
local incomes. As our own arpeteans suggests, huge costs can be in- 
curred from price supports when they are set so high that they en- 
courage excessive production and also price export commodities out 
of the world market. Brazil’s inflation and budgetary deficit arises 
in part from the heavy costs incurred in buying up coffee at the sup- 
port price. The subsidies paid to operate the Bolivian mines, a vari- 


ant of outright price support, accounts for much of the inflation and 
deficit there. 


C. STABILIZING FOREIGN EXCHANGE AVAILABILITIES 


The section above was directed toward the problem of stabilizing 
local incomes in the face of world market fluctuations. A similar 
problem arises in connection with stabilizing the availability of for- 
eign exchange in order to protect that part of the producing country’s 
economy which is dependent on a steady flow of imports. The two 
problems, of course, go hand in hand. e country which is success- 
ful in stabilizing local incomes will have taken a long step toward be- 





1Cf., The World Economic Survey, 1958, pp. 106-107. 
*In Brazil the profit made on the sale of foreign exchange earned from coffee exports is 
used prmertiy for the purpose of buying up excess coffee production at the support price. 
The World Economic Survey, 1958, pp, 106-107, observes that neither the export tax 
nor exchange rate variations have substantially severed the link between movements of local 


—_— and world prices. Marketing boards appear to be a more useful instrument to this 
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ing able to stabilize foreign exchange availability. By taxing away 
much of the windfall income of the local producers during times of 
high prices it will prevent the windfall from building up into a de- 
mand for imported goods. In good times it will build up its foreign 
exchange reserves instead of spending all its bonus exchange income. 
Then during times of low prices, such a country could draw on re- 
serves in order to tide it over its lean times. 

This theoretically desirable position is seldom reached largely be- 
cause, as Was ape out above, the schemes to stabilize local incomes 
are seldom fully effective. Another contributing factor is that gov- 
ernments themselves do not resist the temptation offered by rising ex- 
change reserves. In good times they embark on expansion schemes 
which not only slow down the increase in reserves, but also leave a 
heritage of fixed obligations in foreign exchange which must be paid 
for even when earnings begin to fall. 

Short-term loans, through the International Monetary Fund or on 
a government-to-government basis, are now the typical answer to this 
problem. But ultimately the answer has to be stronger and sounder 
fiscal and monetary policies, as most Latin American nations realize. 
While these policies cannot iron out sharp changes in incomes arising 
from abrupt changes in export fortunes, they can prevent the worst 
effects of such changes. 


D. UNILATERAL MEASURES TO MAINTAIN EXPORT EARNINGS OF THE 
ECONOMY 


There would be less need for elaborate measures to stabilize local 
earnings and exchange availabilities if export earnings themselves 
could be stabilized. There is very little that an exporting nation can 
do in this regard if it acts alone. If a nation by itself is a very im- 
portant exporter of a particular commodity, it may be able to control 
world supplies to some degree, and hence to influence world prices. 
In 1956 and again in 1958 Brazil held off from the market an amount 
of coffee about equal to one-fifth to one-sixth of the world’s consump- 
tion; this was enough to slow down the price decline. By holding 
wheat and cotton out of international trade rather than selling them 
for whatever they would fetch, the United States has likewise sup- 
ported prices. Ghana traditionally has determined the world price of 
cocoa ae the operations of its marketing board. But very few 
nations loom so large in the trade of any one commodity that they can 
exert a sustained and substantial effect on prices. 

As for an exporting country which accounts for only a fraction of 


world supply, it is particularly pampoesiens for it to withhold supplies 
unilatera 


. Some other supplier will simply take its place in the 
market. iy n large suppliers face this condition. The withholdin 
of coffee by Brazil, although it supported world prices, permit 
African exporters to sell all they could produce. 

The result is that—multilateral agreements aside for the moment— 
individual producing countries have tried to find preferred or guar- 
anteed ke Thus Argentina has for years made long-term con- 
tracts with the United Kingdom for the sale of meat and other prod- 
ucts. An arrangement such as this may protect against a price slump 
(at the cost of foregoing a price increase if markets turn the other 
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way) as well as against competitive inroads. Sometimes these ar- 
rangements entail a reciprocal agreement to buy certain commodities 
from the trading partner; it is to be expected that such purchases 
are not always on the best competitive terms. Furthermore, even the 
most ironclad contracts somehow get to be renegotiated if world mar- 
ket conditions turn out to be substantially different from those implic- 
it in the contracts. 

Many Latin American countries have also entered into less specific 
commercial treaties with European nations which help to promote 
sales there. Very few of these grant absolute preferences or much 
protection against a market slump. 


E. INTERGOVERNMENTAL CONSULTATION 


It has come to be recognized that consultations among govern- 
ments are a first and useful step toward systematic attack on com- 
modity problems when the problems are of interest to more than a 
single producing nation. Where chief consideration is being given to 
a single commodity, these consultations are usually through study 
groups, both formally and informally constituted. Cotton, wool, 
cocoa, lead, zinc, and coffee, are the products of principal interest to 
Latin America now the subject of haily groups. 

The study groups serve extremely useful purposes. Collectively, 
nations analyze commodity problems; each nation becomes informed 
about the actions of the others; they agree on methods to standardize 
quality; they exchange information on techniques for crop improve- 
ment and many other matters. Through such consultations the real 
nature of a commodity problem becomes better understood, and better 
ways of dealing with it can be developed. 

The United States belongs to all the study groups dealing with 
products of major interest to Latin America. The United Nations 
has taken an increasing part in the organization of such groups, an 
action consistent with its views that commodity problems are best 
attacked on a commodity-by-commodity basis.* 

It used to be that study groups were thought of as temporary bodies 
created for the purpose of working toward an international com- 
modity agreement. Gradually, the role of these groups has changed. 
They are often permanently constituted, and they work toward the 
solution or amelioration of commodity problems through any promis- 
ing means that might be developed in the course of the study. For 
example, there might be general agreement on the objectives and 
means of coordinating purely national policies, in terms which are 
far short of a formal commodity agreement. Or consuming nations 
may undertake, without formal agreement, to try through internal 
measures to stabilize demand for primary products. This broader 
orientation of study groups has enhanced their effectiveness. 


“The 1959 Review of International Commodity Problems,” report of the Interim Co- 


ordinating Committee for International Commodity Arrangements, U.N. Document E 13069 
May 26, 1959, p. 94. 
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Nevertheless, the formal commodity agreement still seems to be 
the ultimate aim of many who are concerned with attacking com- 
modity problems through international action. 

The level at which discussion of commodity problems occurs bears 
importantly on the vigor of the attack on them and on the impact that 
the views of technicians can have on national and international com- 
modity policies. Heretofore, commodity problems seem not to have 
had stature among the problems discussed by high officials. These 
problems have been relegated, so to speak, to the technicians. Action 
on the important economic matters, e.g., financing economic develop- 
ment, has been called for as a result of international conferences, but 
commodity problems do not come in for top-level attention or decision. 
This appears to be changing. Because of balance-of-payments crises 
caused substantially by commodity problems and because these prob- 
lems interfere with the processes of economic development, com- 
modity problems are moving to the fore of world economic problems. 

The International Monetary Fund and the GATT have shown great 
interest in the financial and trade difficulties encountered by primary 
proses areas. The 1959 annual report of the IMF dealt at some 
ength with the subject but called for no specific action. On the other 
hand, at the 1958 session of GATT there was such widespread con- 
cern over commodity problems that two special committees were ap- 
pointed to study and report on nontariff import barriers to agricul- 
tural products and on means of expanding export earnings of less- 
developed countries. The United States is a member of both com- 
mittees. 

At the meeting of Commonwealth Ministers at Ottawa last fall, 
the United Kingdom subscribed to a report which received worldwide 
attention. It stated that the need for remedial action on commodity 
problems is urgent, called for measures to moderate excessive short- 
term fluctuations where appropriate, called for measures to mitigate 
the effects of protection, recognized the role to be played by com- 
modity agreements under certain circumstances, stated that resolution 
of commodity problems will require participation of important pro- 
ducing and consuming nations everywhere, and expressed the hope 
that other nations would join with Cobeincnweulth members in such 
measures. 

At the last session of ECOSOC, the French delegate supported the 
view that “the commodity problem” is the “crux of the vaster prob- 
lems of the economic development of the underdeveloped countries” 
and he advocated participation of all principal producers and con- 
sumers in existing commodity agreements as the “best proof that the 
international community understood a need for collective effort.” 
The statement of the Netherlands delegate was in much the same vein. 
However, the U.S. delegate largely ignored the possibilities of joint 
efforts toward resolving commodity problems and stressed outside 
capital assistance as the answer to the lag in the rate of growth of 
commodity trade and control of business cycles and economic diversi- 
fication as the answer to commodity problems. 
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In SuMMARY 


Short of the formal international commodity agreement—which 
will be discussed in the next chapter—there are a number of things 
which countries can do, and are now doing, to try to deal with com- 
modity problems. Some of them—the stantiiasinte of incomes, firm- 
ness in dealing with fiscal and monetary matters, the execution of a 
sound economic development program, etc.—are primarily matters 
for the producing country itself to handle. Even in these cases other 
countries can help through financial and technical assistance and by a 
sympathetic regard for ‘the producing country’s problems when de- 
termining their own lines of action. In some cases international ac- 
tion is required. But the degree of success of international actions 


depends on complementary actions by the producing countries them- 
selves, 





CHAPTER IV 
INTERNATIONAL COMMODITY AGREEMENTS 


Starting with the assumption that over the years the terms of trade 
have shifted against commodity-producing countries, Latin American 
countries have insisted that industrial countries should provide as- 
surances against such an unfavorable shift. They have advanced this 
theme repeatedly in postwar discussions of commodity problems. 
They have, in effect, asked that a parity between the prices of the 
primary commodities they export and those of the industrial goods 
they = Wee be guaranteed for the future. They have frequently 
advanced this thesis as a major argument in support of commodity 
agreements. 

As was noted in chapter I, the statistical evidence does not support 
the view that the terms of trade have gone against primary commodi- 
ties over the long run. Between 1928 and 1958 the price index of 
primary products. appears to have risen as much as the index of 
manufactured goods according to one method of measurement, and 
substantially more according to another. In any event, changes in 
the terms of trade vary greatly from country to country, dependin 
on the composition of exports and imports, so that the concept o 
general parity would have little practical application. 

The industrial countries have steadfastly refused to endorse the 
principal of parity in price movements. It appears to place on them 
alone the onus for price disparities when, in fact, policies pursued by 
the commodity-producing countries themselves may. have much to do 
in determining the course of commodity prices. _ Moreover, this prin- 
ciple suggests that prices of manufactured goods would be lower if 
only the industrial countries would let them be. The fierceness of 
postwar competition in markets for manufactured goods, particularly 
in recent years, rather denies that. Furthermore, if the price of com- 
modities is-held down by a relatively slower growth in demand than 
in supply, the answer is to find alternative uses for resources that are 
codeine employed in producing commodities—in other words, to 
hasten economic development. 

Wholly apart from these objections in principle, the achievement of 
parity in price movements would require an incredibly complex series 
of controls amounting to a straitjacket on both external trade and on 
domestic policies which affect prices. Understandably, industrial 
countries reject the terms of trade argument. However, there are bet- 
ter theoretical and practical grounds for considering commodity 
agreements.’ 


2They have felt keenly about this point because of price controls we imposed on their 
products during the war—iwhich they willingly accepted only to find that manufactured 
goods jumped sharply in price after the war and were, in fact, available for some years 
afterward only with difficulty because of postwar shortages. 

2 Since the war the United States has participated in a number of international confer- 
ences dealing, inter alia, with Latin American commodity problems. A recital of the 
U.S. position on points relevant to this study is in app. ITI. 
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The essence of the formal international commodity agreement is 
that it involves firm intergovernmental undertakings to moderate 
price fluctuations and to deal with problems of chronic surplus. Com- 
modity agreements are not new; for many years there were cartel 
agreements among private producers, some of them condoned or even 
supported by governments. These agreements controlled or influenced 
prices and quantities and divided up markets as well. In the early 
1930’s intergovernmental agreements were initiated in response to the 
severe commodity problems which appeared during the great depres- 
sion. By 1940 intergovernmental control schemes of some sort had 
been established for wheat, sugar, tea, rubber, tin, copper, silver, 
potash, nitrates, and coffee. The radically altered market conditions 
brought on by the war soon ended these schemes. Today only sugar, 
wheat, tin, and coffee are covered by agreements, The United States 
now adheres only to the sugar and wheat agreements. 


A. PRINCIPAL TYPES 





There are three principal “pure” types of commodity agreements. 
Although the pure type is seldom found in existence, or even dis- 
cussed without willingness to dilute the purity, it is worthwhile to dis- 
tinguish these types conceptually. 

(1) The multilateral contract requires exporting nations to sell des- 
ignated quantities of commodities to member importing nations at a 
price not to exceed an agreed “ceiling”; conversely, it requires the im- 

orting countries to buy the same quantities at not less than an 
‘floor” price. For the quantities concerned, the exporters know that 
sales can be made and also the very lowest price (it may be aeane 
which they will be made. Importers know the very highest price they 
will have to pay (it may be lower) for the quantities that are assur- 
edly available through the contract. 

The wheat agreement is basically of this type. We and other coun- 
tries have guaranteed to sell a certain amount of wheat annually to 
participating importing countries at prices not in excess of ceiling 
prices which have ranged during the 10 years of the agreement be- 
tween $2.05 and $1.80 per bushel. In turn the importing countries 
were obliged to buy that same amount of wheat from the exporting 
countries at minimum prices which at times were as low as $1.20 and as 
high as $1.55 per bushel. 

(2) Quota agreement.—This is an arrangement under which export- 
ing nations agree to limit their marketings so that certain price objec- 
tives can be attained. 

Some export quotas are set in absolute terms—so many units per 
country—and are usually based on each country’s share of the market 
in an agreed-base period. At other times the quota may be set in 
terms of stated percentages of production to be withheld from export, 
but this arrangement makes for less precision in marketing because 
output may vary greatly from estimates. 

he sugar agreement is essentially of the fixed quota type, reflecting 
the amount of the market held by producers in the base period. The 
coffee agreement among Latin American countries was of the percent- 
age withholding type. The new coffee pact, which also covers certain 
African producers, is of the fixed quota type. The tin agreement has 
quota provisions which become operable under certain circumstances 
and these, too, are of the fixed type. 
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(3) Buffer stock.—This is an agreement under which a buffer-stock 
organization buys or sells commodities in the market to stabilize prices. 
en prices are falling it will buy and hold commodities for its own 
account; when prices are rising, it will sell commodities. The buffer 
stock is required to buy when prices fall to an agreed “floor” and to 
sell when they hit an agreed “ceiling.” Within the price range between 
the floor and ceiling, the buffer stock may or may not be permitted to 
buy and sell. The tin agreement now provides for discretionary sales 
throughout the range, a right which did not exist until recently. 

So long as resources are available, the buffer-stock operations assure 
that the floor and ceiling prices will not be pierced. In September 
1958 the tin agreement buffer stock ran out of funds and was unable 
to give price support in the market. As a result the price of tin went 
below the agreed “floor.” 

(4) Multicommodity stabilization agreements.—Single agreements 
covering several commodities have been suggested, but none has come 
even close to being seriously considered by governments. One such 
agreement, of the buffer type, would cover a whole market basket of 
commodities instead of just one at a time. When the combined price 
index of all the commodities in the basket moved to a predetermined 
floor or ceiling, all commodities in the basket would be bought and 
sold respectively. This arrangement would have the effect of support- 
ing the general level of prices of the commodities in the agreement 
instead of supporting the price of any one Spay: vee an 
arrangement of this type would be far more complex and costly to 
operate than any single commodity agreement. This is true, for that 
matter, of all multicommodity agreements. It may be in the future 
that such agreements will receive more attention from governments. 
At the moment, however, they receive only theoretical and not practi- 
cal consideration. 


B. THE CHOICE AMONG AGREEMENTS 


In actual application, it is to be expected that commodity agreements 
will combine the “pure” features outlined above. The tin agreement 
is built around a buffer stock but when the purchases bring inventories 
beyond a certain size, export quotas can be imposed. worldwide 
coffee agreement prop to the Organization of American States by 
a technical staff provided for a buffer stock and export quotas.’ The 
sugar agreement is based essentially on export quotas, but it has recent- 
ly been amended to incorporate features of both the multilateral 
agreement and of the buffer stock. The wheat ann was origi- 
nally a “pure” multilateral type. It has recently been amended to 
include, among other things, features of a quota agreement. 

However, on certain key points there are essential characteristics of 
the various types of ageements which should be noted : 

(1) Prices-——In their ability to influence prices, the ments are 
distinguishable, The multilateral agreement is “softer” than the other 
types in that it does not attempt directly to influence prices and, 
indeed, permits world prices to move freely. Only if the contract 
covered a large share of world trade could it, as a practical matter, 
influence world prices in the direction of the price range set out in 
the agreement. 


*See “Proposals for an International Coffee Agreement,” OAS, Washington, 1957. 
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Throughout the 1950’s wheat prices have remained relatively stable 
and within the range set out in the various wheat agreements. This 
has happened largely because the price ranges have been set with 
foreknowledge that surplus production of the United States and 
Canada would, for the most part, be stockpiled rather than be dumped 
on world markets, It is not the wheat agreement alone but also 
responsible handling of surpluses which accounts for the stability of 
international wheat prices in recent years. 

By contrast, the quota agreement is a “hard” agreement. It deliber- 
ately attempts to influence price directly through control of the sup- 
plies that enter the market. 

The buffer-stock agreement is both soft and hard, i.e., prices are 
not directly influenced by the agreement until the point is reached 
where buying or selling by the buffer stock begins. 

(2) Costs.—Costs of operation explicitly attributable to agreements 
are greatest for buffer stocks inasmuch as funds and commodities must 
be provided for purchases and sales in the open market. 

‘osts are not explicitly incurred under the quota scheme, for each 
country finances the withholding of its own surpluses. These costs 
would be incurred even without an agreement to the extent any nation 
unilaterally held back exports. 

Under the multilateral agreement, an exporting country may have to 
subsidize its exports in order to meet its required Saiveriae when world 
prices are above the ceiling. Similarly, importing countries may have 
to subsidize imports when world prices are below the floor. On ex- 
ports made under the wheat agreement in 1949-53, the United States 
was required to grant American exporters a bonus representing the 
difference between the agreement ceiling price and the then higher 
world price. So long as world prices remain within the agreed range, 
the agreement places no costs on countries that they are not otherwise 
incurring. 

(3) Membership—Each type of agreement, is made more effective 
by full participation of all exporting countries. However, the multi- 
lateral agreement works better only when a substantial number of 
exporters and importers—particularly the major traders—are willing 
to participate. 

Eohlesaneb do not have to participate in export-quota and buffer- 
stock agreements. However, substantial membership of producin 
countries is necessary if agreements are to be fair and workable, an 
participation of importers is desirable. 


C. DIFFICULTIES IN ORGANIZING AND OPERATING COMMODITY AGREEMENTS 


Though the very nature of commodity problems continually invites 
consideration of commodity agreements, few agreements have come 
into effect. 

If a substantial shortage or surplus leading to exceptional price 
instability or marketing problems is present or looming, interest in 
commodity agreements picks up. If nations are already deeply in- 
volved in controlling their production or trade or influencing the price 
of commodities as the United States, Cuba, and Brazil have been with 
respect to wheat, sugar, and coffee, respectively, an additional step 
toward joining a commodity agreement 1s not so great. If, as is true 
today, major importing nations such as the United States have deep 
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interests in the welfare of the nations producing commodities, cireum- 
stances may be more propitious for the evolution of agreements includ- 
ing both importers and exporters, even though no narrow interest of 
the importing countries would be served. ’ 

The wheat and sugar agreements certainly satisfy the first two cir- 
cumstances described above. The postwar revival of the tin agree- 
ment was spurred by the prospect of continued deterioration in the tin 
market which became evident around the turn of the decade. The 
Latin American coffee agreement evolved out of an actual glut in 
coffee and because many governments, notably those of Colombia and 
Brazil, were already deeply involved in attempts to limit coffee mark- 
eting. 

Mbntrtts even when circumstances seem to favor agreements, prog- 
ress towards them is slow. In the words of the United Nations: 

Negotiations tend to be protracted and tedious; the time that elapses between 
the commencement of negotiations and the final ratification of agreements must 
frequently be reckoned not in weeks or even months, but in years.* 

Why this is so is worth explaining. ; 

(1) The attitude of importing nations—Importing nations cannot 
be expected to be eager for agreements which tend more to keep up 
the prices of what they buy than to keep them down. If importers 
have any disposition toward membership in agreements, it is for four 
reasons. The first is that through membership they can restrain efforts 
of producer members to set high support prices. Second, they may be 
prepared to support prices in exchange for having the assurance that 
prices will be reasonable and stable. Both these considerations were 
no doubt largely responsible for the support which consumer nations 
gave to the wheat and sugar agreements, Third, certain important 
importers are also important producers, and their interests are there- 
fore ambivalent. Finally, it might be that relatively wealthy in- 
dustrial nations with a national interest in the welfare of producing 
countries would set aside narrow considerations and enter commodity 
agreements in the interest of broader objectives. 

(2) The attitude of exporting nations——Producers are often as 
reluctant to get behind agreements as consumers. When markets are 
good, they pay little attention to the commodity problem and when 
markets are turning bad, there is always the hope that they will soon 
improve. Moreover, with an eye to the longer run, low-cost producers 
may prefer a market free of restraints. If quotas are imposed and 
prices are supported—if markets become “sheltered”—their higher 
cost rivals are better able to survive. It may be anticipated that low- 
cost producers will show no enthusiasm for agreements in any but the 
most severe market circumstances. And the abstention of even one 
important producer from an agreement may be enough to wreck it. 
Considerations such as these are in part the reason for the failure, 
until recently, of lower cost African producers of coffee to join a 
worldwide coffee agreement. 

(3) Prices—Failure to agree on price objectives may represent 
another major stumbling block to the conclusion of agreements. 

In the multilateral agreement, the consumers will strive for a low 
price range and the producers will want a high one. Differences on 
what they should have has been sufficient in the past to keep important 


* World Economic Survey, 1958, United Nations, p. 113. 
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producers such as Argentina out of the wheat agreement for a time, 
just as the United Kingdom, a leading consumer, remained out for 
some years. 

Under the quota type of agreement, producers will differ, even 
among themselves, on when and at what level to set quotas. The low- 
cost producer will be less anxious for quotas to go into effect, for a 
free market preserves his ability to make competitive inroads on his 
higher cost rivals. On the other hand, the high-cost producer wants 
tighter quotas and wants them sooner—both to preserve his profit 
and his competitive standing. 

Under the buffer stock agreement, there is no less controversy over 
price. The consumers will want both the ceiling and floor “ret 
priors to be set very low and the producers will want both to be set 
nigher. 

thee again, the producers will differ among themselves. The low- 
cost producer may not feel so pressed for the buffer stock agreement 
to come into effect. He may prefer prices to drop so that his high 
cost rivals are forced out of the market, or at least encouraged to 
reduce their production. And he may also be disposed toward a 
somewhat lower floor price for precisely the same reason. 

Many technicians believe it is imperative for large consumers such 
as the United States to participate in agreements since agreements 
framed by producers alone may lead to unduly high prices. 

(4) Membership.—In order to be effective, quota and buffer stock 
agreements require the participation of producers of the bulk of the 
commodity that moves in international trade. If any important pro- 
ducer stays out he will be in a position to profit from the stabilizing 
actions of participating producers, and at their expense. Such agree- 
ments could not last very long. As we have noted, the coffee agree- 
ment until recently included only the Latin American producers, and 
African producers—most of them tied economically to European 
powers—profited handsomely. Just recently certain European na- 
tions joined the agreement on behalf of the producing territories 
with which they are tied. The United Kingdom and Belgium declined 
to participate.® 

The multilateral contract, of course, requires the participation of 
both producers and consumers, However, it can be successful on less 
than a universal basis if the exporting and the importing parties are 
satisfied that the guarantees are of value to them. After all, a multi- 
lateral commodity agreement is simply an extension to a number of 
countries of the familiar bilateral long-range contract which protects 
two countries against world market fluctuations. 

Experts agree that the more inclusive an agreement is, the better 
its chances of being a fair and successful one, Participation of con- 
sumers in quota and buffer stock arrangements inhibits the desire of 
producers to set their prices too high. And a more inclusive multi- 
lateral agreement will aid more orderly marketing throughout a larger 
part of the world. 

Much more so than in prewar years, it is now generally accepted 
that. consumers should be permitted participation in ments on 
a basis of parity with producers. GA es support this principle 


5 But they agreed to cooperate by placing some restrictions on exports from their 
territories. 
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as do various resolutions of the Economic and Social Council of the 
United Nations. Consumers are not now represented in 'the coffee 
agreement but the wheat, sugar and tin agreements include many im- 
portant consumers. 

Consumers normally carry fewer obligations than do producers in 
buffer stock and quota agreements. They are usually not asked for 
financial contributions except for administrative costs. Exception- 
ally, they might be asked to impose import quotas in lieu of or in sup- 
port of export quotas. Early in 1959 the President of El Salvador 
suggested that the United States impose quotas, evidently by major 
proueene areas, on imports of coffee in the interest of reinforcing the 

zatin American coffee agreement. Presumably, those quotas would 
have been less favorable to African countries because of their failure 
to join the agreement at that time. No agreements now in force im- 
pose obligations on consumers to set import quotas.’ 

(5) Zmpact on national policies.—Resistance to agreements may 
arise if the obligations they impose run counter to established na- 
tional policies. For example, if they require that nations cut back 
production or limit stoekpiling, the resistance by domestic producers 
to an agreement may be Sue eaabie The tin agreement has some of 
these features built into it and, more mildly, so does the sugar agree- 
ment. But generally speaking, agreements go little further than re- 
quiring that the volume of exports be limited. Control over produc- 
tion, stockpiling and domestic pricing policies remains with each gov- 
ernment. It is significant to note that when the United Kingdom re- 
fused to adhere to the new coffee agreement, one of the reasons given 
was the belief that without production controls the agreement would 
not be of longrun benefit. 


D. THE CASE FOR COMMODITY AGREEMENTS 


Those favoring commodity agreements usually argue this case: 

1. Acting singly, nations can do little to mitigate commodity prob- 
lems in circumstances where collective action offers some hope. 

2. Even the stanchest advocates of free markets must agree that 
swift and substantial changes in commodity prices are often point- 
less—are not necessary to assure that price movements exercise a 
healthy influence on production and trade. Extreme short run 
changes in price are clearly not needed to establish an appropriate 
long-run equilibrium price. 

3. In any event, governments act at the national level to attack 
commodity problems. If they concerted these actions, there would be 
greater refinement, precision, consistency, and mutual reinforcement 
in their respective measures. 

4. Agreements do not of themselves create the condition most often 
objected to by opponents, i.e., interference with free market forces. 
Interference is present in the many national schemes for supporting 
prices or stabilizing incomes. It need not be exaggerated by interna- 
tional action; indeed, international action might lead to interference 
of a more rational sort. 

5. Commodity agreements have worked in several instances, and 
failed in others. Much experience is now available to indicate when 
agreements are justified and how they should be operated. 





¢ For example, Resolution 30 (IV), Mar. 28, 1947. 
7 Although the sugar agreement may have this effect in exceptional cases. 
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E. THE CASE AGAINST COMMODITY AGREEMENTS 


Those who oppose commodity agreements usually make these points: 

1. The advantages of price stability coming from commodity agree- 
ments are more apparent than real. Such agreements constitute an 
interference with free market forces; this interference at best simply 
postpones the inevitable economic adjustment, and in many cases 
makes the adjustment more difficult. An agreement which appar- 
ently works well for a while may lull participating countries into the 
belief that they can escape the necessity of taking strong internal 
measures, such as cutting back production or measures to bring about 
fiscal stability. In short, commodity agreements tend to conceal basic 
imbalances which eventually must be corrected. 

2. Agreements tend to take on all the aspects of cartels, especially 
if they are dominated by producers. They tend to restrict produc- 
tion, curtail competition, protect high cost producers, and discourage 
cost-cutting innovations. The logical conclusion of this argument is 
that commodity agreements work against the interests of consumers. 

8. The history of the four agreements now in operation—plus the 
fact that there are only four—shows that it is difficult to negotiate 
a satisfactory agreement. The interests of consumers must be recon- 
ciled with that of producers; and within each group there are diverse 
interests. Compromises necessary to get any sort of agreement may 
result in an agreement which is wide of the mark and worse than no 
agreement at all. 

4. Once they are in effect, agreements may be very difficult to 
administer. 

5. An agreement usually involves international control over na- 
tional economic policies, thus impinging on sovereignty. 


F. A BALANCED VIEW 


A stronger case for commodity agreement can be made for some 
commodities than for others, depending on the circumstances and 
conditions of their production and marketing. Generally speaking, 
whenever control of the quantities entering world markets can be 
expected to stabilize the earnings of primary producers and therefore 
to eliminate or substantially fetaibs a decline in their export earnings, 
there is a good case for considering an agreement. 

Where the prospects are for a longrun growth in demand one can 
turn to a commodity agreement with less concern that it will act as 
a cloak for maintaining a continuing excess of supply over demand. 
Where, as in the case of coffee, the foreseeable rise in demand is slight, 
a commodity agreement without production controls risks perpetuat- 
ing a condition of overproduction. 
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Where commodity stabilization measures can be effectively put into 
operation, they will usually reduce or eliminate the need for special 
financial assistance which, in their absence, might result from a col- 
lapse in commodity earnings. The existing coffee agreement will 
probably reduce Brazil’s and Colombia’s need for outside balance-of- 
payments assistance, much of which has come, and would otherwise 
no doubt continue to come, from the United States. 

Both advocates and opponents of commodity agreements are will- 
ing on occasion to modify their views, although they are likely to 
start from different points. Advocates are predisposed to see a world 
of imperfect market mechanisms which, they think, could be made 
better by direct action; opponents see the same world, but doubt that 
it can be improved by more intergovernmental planning and controls. 
The truth must lie somewhere short of accepting either generalized 
position. It is unlikely that many of today’s commodity problems 
should (or can) be solved through commodity agreements. On the 
other hand, it is inconceivable that agreements can be useful only in 
the case of wheat, sugar, coffee, and tin. 

There is no case for or against commodity agreements per se. The 
question is a pragmatic one: If it appears that cooperative interna- 
tional action can help to solve a persistent and troublesome com- 
modity problem, then such action should at least be sought—especially 
in cases where other lines of attack on the problem have failed. 











CHAPTER V 
U.S. ACTION TO RELIEVE COMMODITY PROBLEMS 


The purpose of this chapter is to review those things that the 
United States can and should do to relieve commodity problems in 
Latin American countries, or on a broader international basis. 

Broadly speaking, feasible lines of action fall into three categories 
(or, with respect to any particular problem, some combination of 
them) : 

(a) We can modify some of our own commodity policies which, 
although originally conceived as an attack on domestic problems, 
have important repercussions on the economies of other commodity 
producing and exporting nations. 

(5) We can orient our economic-aid programs more specifically 
toward the solution or amelioration of commodity problems. This 
is true of both the long- and short-run programs, and the programs 
of international agencies in which we participate. 

(c) We can play a more positive role in sponsoring and partici- 
pating in international consultations on commodity problems, and 
we can display a more flexible attitude toward alternative courses 
of action, including international commodity agreements. 

Most of the balance of this chapter is devoted to a discussion of 
these three possible lines of action, against the background of the 
preceding chapters. Before going into this discussion, however, it 
is necessary to fill in one more piece of background; namely, a char- 
acterization of our own domestic commodity policies in light of the 
problems which they may create abroad. 


A. U.8. DOMESTIC COMMODITY POLICIES 


In the United States, national programs and policies have been 
developed over the years for a considerable number of commodities. 
These programs and policies have been developed in response to 
domestic problems. Thus their ey goals have been such things 
as supporting farm income, developing new domestic sources of sup- 
ply, the elimination of a cumbersome surplus, or the outright protec- 
tion of a domestic industry. The influence which they have had on 
international trade—which in some cases has been considerable—has 
been an incidental result rather than a reflection of a national policy 
objective. 
he impact on international trade has been primarily of two kinds. 
First, protective policies (import quotas, tariffs, and administrative 
restrictions) have tended to reduce the size of the U.S. market for 
competing imported commodities. Price support programs when 
accompanied by import restrictions of one form or another have had 
the same effect ; but, in the case of many basic agricultural commodi- 
ties they have also had the effect of raising our export availabilities 
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by stimulating rather than discouraging production in the United 
States far beyond the needs of the domestic market. This has in- 
tensified pressures on world prices of such commodities and on the 
export earnings of competitive supplying countries. 

A brief examination of some of our commodity programs and poli- 
cies in the fields of agricultural and mineral production will illustrate 
these points. 

(1) Agricultural commodities —Out of total cash farm receipts of 
$31 billion in 1957, crops yielding receipts of $16.7 billion were subject 
to price support. Of those subject to-price support, slightly more 
than one-half (by value) were also subject to import controls. The 
latter include internationally trade commodities such as wheat, cotton, 
sugar, wool, and dairy products. So long as the support price is 
well above world market levels, some sort of import control is neces- 
sary; without a limitation on imports, the price support program 
would extend to all of the world. - 

The price support program has produced huge surpluses, a fact so 
self-evident that no documentation is necessary. So long as these sur- 
pluses are held domestically or disposed of through stamp plans, 
school lunches, and other purely domestic programs, there is no im- 
mediate effect on world markets. However, growing surpluses have 
inevitably outrun the absorptive capacity of such artificial programs, 
and have become a heavy weight on world markets. In recent years 
not only have our exports of agricultural commodities taken a larger 
share of agricultural output than was the case before the war, but 
= a also increased their share of world trade in the commodities 
affected. 

In the 1930’s, for example, with the exception of rice, our grain 
exports did not exceed 6 percent of production. But in the postwar 
years wheat exports have amounted to some 30 percent of production 
and exports of other grains have ranged from 10 to 20 percent of 
production. 

The growing share of world trade held by U.S. agricultural exports 
is seen in the following table: 


TABLE 23.—Percentage U.S. share in world exports of selected agricultural 


commodities * 





Average percentage Average percentage 
Products ee aS ae Products ae 

1934-38 1955-57 1934-38 1955-57 
ike nate co eatin 6.4 ee 0.8 14.8 
P| SS aS ee ee eee 12.0 Se 0 We I, winds en sddc scans 43.0 43.6 
NI os isinssinerenilcadhcetaideclmandntiicendinll 5.9 29.3 ND cinrtik og prienigiateted det: 41.0 37.6 
BR hc scout ep teie 9.0 63.9 || Soya beans................... 23 82.0 


1 World exports exclude exports of centrally planned economies. 


s Source: Food and Agricultural Organization of the United Nations, Yearbook of Food and Agricultural 
tatistics. 


These exports were helped along by Government programs of one 
sort or another. During the 4 fiscal years 1954-57, our agricultural 
exports totaled $14.3 billion; $9 billion of this was under Government 
export programs, of which $5 billion was accounted for by Public 
Law 480 local currency sales. 
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Thus, the impact on world trade of our domestic agricultural poli- 
cies has been twofold: the U.S. market has been largely closed to 
foreigners and we have made ever-increasing inroads on other mar- 
kets abroad at the expense of other exporting countries. It is difficult 
to make a precise quantitative assessment of these effects. , However, 
we can indicate qualitatively the effect on Latin American countries. 

Some of the more important Latin American export crops are 
tropical—coffee, cocoa, bananas. Their entry into the United States 
is not restricted nor do they compete with U.S. exports. Others—cot- 
ton, sugar, grains, meat, wool, and oilseeds—compete directly here or 
abroad with U.S. production and run into the difficulties mentioned 
above. Grains are of importance to Uruguay and the Argentine, who 
are naturally interested in our grain export policy. The same two 
countries are probably losing a potential market in the United States 
for meat and meat products because of our sanitary regulations and 
find their market for wool here restricted by U.S. protection of the 
domestic industry. Oilseeds are of importance only to Brazil and 
the Argentine. Thus, only three countries are substantially affected 
by our policies with respect to these four agricultural products. 

On the other hand, many Latin American countries grow and ex- 
port sugar and cotton. In the case of sugar, our system of import 
quotas plus production payments aims to maintain the domestic in- 
dustry at a size sufficient to supply over half of our requirements. 
Import quotas are assigned on an individual country basis at a 
very attractive price, and roughly 3 million of Latin America’s 8- 
million-ton exportable surplus comes into the United States under 
these quotas. If protection of our own sugar producers were ma- 
terially relaxed, Latin America would undoubtedly get a good share 
of the increased exports to the United States—but at a considerably 
lower price and with the loss of a guaranteed market. It cannot be 
said categorically whether the long-run interest of the Latin American 

roducers would be served by a relaxation of protection (although the 
interests of American consumers surely would be), but it seems clear 
that in the short run the present system is favorable to them. 

In the case of cotton, we are net exporters, and our export volume 
dominates the world market. For a number of years commercial ex- 
ports were made at the domestic (supported) price, a policy which 
reduced our export volume considerably and fed to the accumulation 
of large surpluses in the hands of CCC. Our support price, in effect, 
determined the world price and it was high enough to encourage an 
expansion of cotton production and exports in other countries, among 
them many in Latin America. In 1956 this policy was changed so that 
export sales were made at “competitive” world prices. By 1956, also, 
special government-to-government sales, principally under the pro- 
visions of Public Law 480, had become an important factor in the 
market. ‘These two circumstances led to a resurgence of our export 
trade and a concomitant loss of export markets for other countries. 

Many of the smaller Central American and Caribbean countries, 
which had encouraged cotton production in an effort to get more crop 
diversification, saw the anticipated benefits of such diversification be- 
come disappointingly small. The CCC has tried to manage its export 
policies so as to minimize the impact of our exports on “normal chan- 
nels of trade.” 
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A good case can be made to the effect that our cotton price sup- 
port program has intensified a problem of chronic oversupply in the 
world, and that our efforts to dispose of our own surpluses have to 
some extent exported a domestic problem to others. similar case 
can be made in the case of grains, although here it is difficult to vis- 
ualize chronic oversupply in a still hungry world. In any event, our 
surpluses of export commodities help to create or intensify com- 
modity problems for other countries. 

(2) Minerals.—In terms of our Latin American relations, our poli- 
cies regarding imports and production of mineral products have 
probably been a more important factor than those affecting agricul- 
tural imports and production. We import about half of our lead 
and zine requirements, about one-quarter of our iron ore and of our 
copper needs, all of our tin, and 95 oe of our nickel. We even 
import some 15 percent of our petroleum supplies. With the excep- 
tion of nickel, all these items are important elements in Latin Amer- 
ica’s exports, and for most of them we are the major outlet. Our 
imports account for from 24 to 70 percent of Latin American exports 
of these items.” 

And in contrast with the situation with respect to agricultural 
commodities, where we have shared with Europe the onus of the 
blame for market instability, we have generally found ourselves 
singled out for most of such blame with respect to minerals. We 
produce minerals in considerable quantities and have evolved a frame- 
work of essentially protective measures for many of them, whereas 
Europe produces few and has had, therefore, far less incentive to 
protect its domestic production than it has had in the case of agri- 
culture. 

Our mineral policies have not been calculated to win friends over- 
seas. For the past 30-odd years they have been responsive to two 
basic pressures which, in varying proportions and with often con- 
flicting ends in view, have molded a complex pattern of administra- 
tive and legislative controls. These two considerations or pressures 
have been national security and stabilization of employment, profits, 
and income in the mineral sectors. 

The early postwar years were colored by certain national security 
objectives: an attempt to build up stockpiles for use in event of 
national emergencies and to encourage the expansion of domestic 
and oversea supply sources. 


1U.S. imports accounted for the following percentages of Latin America’s exports of 
these minerals: 


Exports to the United States as a percent of total Latin American exporte 
[Average: 1955-57] 


Percent 

DRO ee ysenseensinerictients ten encigntp den aistbininbcin dainty tanita tapiiaiiaeiitiata italiana ntti iis 41.3 
BE OO epee oce cers vse erie enigap aapeepenerepananslentiendigesnnvin hpi apinpientasbenreanasities rentieithes 61.9 
Fopeer wo ---------- --- -- +--+ +--+ +--+ + - 5 - = + + + +--+ 59. 4 
RG ee cite attains es San ares Sicpcnen as tein io areenengnaiepanen eileen thipiainantntnegemetinaibiiannaintpdiasiatl 62. 0 
ING cricescnrniineysiceirenpee citotasactnpmconiaiiaratindgpinss tgeieannmaensp iin mprbineibtidags totaal laine deen dititieentidl 68. 3 
CI erie ey qrrerertome sarap wore-cninesipspanse cons linensitbrdahieamstnticadilescetaipitaactichapantiny opesiipinipibabesiineoaiaae tenes deel 24.4 
OPO ects cestiine sadintatiar hh iorelegyieniediin exept igiatarerniapeocntay tana ints arian iecmateiibnatnanasint iain 24.4 
CR OE cccntcor erga assy qheanberapnereenretigeeninaemanehnagsniinechare sneeiediegeaaneainaned 60. 0 


= a Compiled from Economic Bulletin for Latin America, March 1959, United 
ations. 
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Tax concessions and incentives in the form of depletion allow- 
ances and fast amortization writeoffs for tax purposes, which were 
designed to encourage exploitation of existing deposits and explora- 
tion for new deposits, were counted on to do part of the job. An- 
other method was to procure certain minerals through long-term con- 
tracts or in the open market under authority of the Strategic and 
Critical Materials Stockpiling Act of 1946 and subsequent supple- 
mentary legislation. 

Depletion allowances and related tax concessions, more or less 
indiscriminately applied to all minerals and metals, have had the 
effect. of accelerating our rate of mineral extraction by effectively 
lowering current costs. They have probably also helped to main- 
tain in production a number of mines which would otherwise have 
had to close down. By and large, however, the impact of such tax 
policies on foreign trade vinabic he regarded as having been signifi- 
cant. At most, one can say that they have slightly slowed down 
the rate at which our imports of minerals have been rising over the 
last 50 years. 

Our stockpile programs have, generally speaking, and until re- 
cently, substantially increased our imports of minerals. Although 
prior to 1949 stockpile purchases were subject to “Buy American” 
restrictions, they were exempted in that year whereupon our acquisi- 
tions overseas mounted rapidly. In fact, long-term contracts for the 
delivery of copper, lead, zinc, nickel and other metals (including AEC 
procurements and contracts for fissionable materials) promoted the 
development of new resources overseas as well as at home. 

The program soon resulted in the accumulation by the end of 1957 
of some $6.2 billion in stockpiled materials plus some $400 million 
which we had acquired in the supplemental stockpile under barter 
programs for disposing of our agricultural surpluses. Additional 
long-term commitments for the purchase of some $1.7 billion ma- 
terials were also outstanding. 

In 1957 a thorough reexamination of the program goals led to a 
considerable scaling back of our “strategic” requirements for most 
of the metals. 

Legislation currently in force rigidly restricts the disposal of stock- 
piled materials, thus dampening the depressive price effect of such 
huge stocks. Nevertheless, the cessation of vast purchases and the 
cancellation of supply contracts have had their inevitable effects on 
markets. The recent crisis in metals reflects in large part an over- 
expansion of resources induced by our earlier stockpile acquisitions 
and the subsequent slowdown or halt in such acquisitions.* 

Unfortunately, from the point of view of our foreign relations, the 
earlier stimulus to expansion abroad has been withdrawn or reduced ; 


2 One should add the large, if unknown, value of stocks of fissionable materials held by 
the AEC to get a complete picture of the approximate magnitude of our stockpiles. But 
in terms of the disposal problem the AEC’s materials can be ignored since there is no 
question of disposing of them on the market. 

* Actually since 1954 our stockpile purchases have been used to relieve “depressed” 
domestic industries. Since that year and with the exception of purchases for the sup- 
plemental stockpile under barter programs our stockpile acquisitions have not Girectiy 
supported foreign production where a domestic industry was in trouble. 
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and this has now been followed, in the case of lead and zine, by import 
uotas.* 

2 Efforts to obtain similar protection have also been made in the case 
of other metals, including the filing of requests to ban imports of 
certain minerals on grounds that such imports constitute a threat 
to domestic industries essential to defense. In the case of petroleum 
this claim was accepted as valid in 1957 and formed the basis for the 
curtailment of imports. The suspended duty of 1.7 cents per pound 
on copper was restored in mid-1958. Pressures have continued for 
reinstating duties on other metals where concessions have been granted 
in tariff negotiations. 

There is little doubt that over the long term the United States will 
continue to be a growing, and in most cases a rapidly growing, market 
for foreign suppliers. Consumption of minerals and metals should 
increase as our gross national product grows. And since our domes- 
tic resources for many of these metals and minerals are being gradu- 
ally depleted, this means that our dependence on imports will increase 
and that the rate of increase in our imports will rise over time at 
an even more rapid rate than will our overall demand for minerals 
and metals. 

For the underdeveloped suppliers of these products the long run 
outlook is therefore promising. There is little we need do, policywise, 
to insure this outcome. In fact, there is little that we can do to pre- 
vent it. 

In the short term, however, our policies can have a major effect on 
the stability of markets in metals and minerals. To date they have 
tended to have a de-stabilizing effect. Most of these commodities are 
heavily affected by cyclical swings in business activity in the indus- 
trial countries and it is precisely when business slumps occur that our 
protective measures have been put into effect. The result has been 
to place most of the burden of adjustment on foreign suppliers. Our 
stockpile policies have added tothe problem. For in the postwar years, 
we bought during periods of scarcity thus adding to the upward pres- 
sure on prices, and our purchases tapered off when they were probably 
most needed for the sake of stability. 

Under existing legislation the administration must give the Congress 
not less than 6 months advance notice of any plan to sell materials 
out of the strategic stockpile. The notification must describe the 
disposal plan and the date of disposal, both of which must give due 
regard to protecting the domestic industry, users, and processors 
against market disruption. Six months after notification, items which 
are no longer needed for reasons of obsolescence may be sold. All 
others may be sold only with the express approval of Congress. It is 
evident that these legal requirements set narrow limits on the amount 
and timing of sales out of the stockpile. 


*Quotas limit imports to 80 percent of the annual average for “commercial” imports 
(nonbarter and other special transaction purchases) in the years 1953-57. This means 
that Latin American exporters of lead (Bolivia, Peru, and Mexico) together, will find the 
tonnage of their exports to the United States down at least 35 percent in 1959, Exporters 
of zine (Mexico and Peru) will suffer an equal cut. 
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(3) Administration—In the administration of laws and regula- 
tions, Government agencies must exercise a good deal of discretion. 
For example, although tariff rates are fixed, it still remains for customs 
officials to determine whether a ball bearing is just that, or a com- 
ponent part of a ball-point pen; the difference in duty is enormous. In 
the field of sanitary regulations, what constitutes public safety in the 
case of imported foods? When is a country dumping products and 
when, instead, is it making a normal and generally acceptable con- 
cession to win and hold a customer; if it is dumping, an added tariff 
penalty will be imposed. 

Administrative officials have some discretion in answering questions 
such as these. Sometimes the exercise of this discretion has been a 
source of annoyance and misunderstanding with Latin American 
countries, who have alleged that it was being used unfairly to keep 
their exports out of the U.S. market. For example, pressure from 
domestic producers of wool tops was alleged to be responsible for delay 
in the lifting of a countervailing duty on imports of wool from 
Uruguay. Sometimes, on the other hand, there is perplexity about 
the lack of flexibility in some of our laws. For example, there is no 
way to import even 1 ton of sugar from a Latin American country 
unless that country has a quota provided for it in the Sugar Act. 

On the whole, administration of regulations has been less a source 
of friction with Latin America than it has been with other areas of the 
world. 

B. MODIFICATION OF U.S. COMMODITY POLICIES 


The above discussion suggests that a potentially fruitful means of 
attacking commodity problems is to modify our own commodit 
policies whenever these policies unreasonably limit exports to this 
country, and when they contribute significantly to the tendency of 
world supplies of basic materials to outrun world demand. This line 
of action has the virtue that it can be carried out by the United States 
acting alone. It has the further virtue that it would undoubtedly 
result in a more economic use of our own resources, and hence would 
not simply be costless to the American people; it would be of positive 
economic benefit. 

It goes without saying that there would be stiff and perhaps over- 
whelming opposition to any significant change in domestic commodity 
policies, especially if such changes were directed solely at the objec- 
tive of ameliorating commodity problems elsewhere in the world. 
But the certain existence of opposition, or even a good likelihood that 
the opposition will continue to prevail, should not stop an examina- 
tion of the possibilities. 

(1) Reduction of tariffs and similar trade barriers.—By and large, 
American tariffs on raw materials are low. Exceptions are for such 
items as wool, certain fish, some foreign products, and dairy products. 
For this reason not much can be expected in the way of expanded 
U.S. markets through tariff reductions. Furthermore, tariff reduc- 
tions would not help solve the short-term problem of demand and 
price instability for commodities in world trade. 

In spite of limited effectiveness, we believe that the United States 
should continue to make tariff concessions in the area of basic com- 
modities to the full extent of the President’s power under the Re- 
ciprocal Trade Agreements Act. Such action might tend to increase 
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imports but our more efficient producers should have no difficulty 
competing in a growing U.S. market. ; 

(2) Quotas: Nonagricultural commodities.—F rom a doctrinal point 
of view the United States has long held that quantitative restrictions 
on imports are among the most iniquitous of all devices used to con- 
trol international trade. Nevertheless, in the last few years we have 
moved in the direction of quotas. Formal quotas are in effect for 
lead and zinc, and for crude petroleum and residual fuel oil, all 
commodities of first rate importance to Latin America. In addition to 
these formal quota arrangements, informal arrangements have been 
made with exporting countries to limit shipments of certain manu- 
factured goods to the United States; none of these informal arrange- 
ments is of interest to Latin America. 

The application of import quotas, as in the case of lead and zine, 
serves to limit the ability of foreign firms to sell in the domestic 
market and prevents their competition from influencing the domestic 
price level. If national policy considerations make it desirable to 
insure marginal domestic producers against undue hardship, a system 
of subsidies along the lines of the so-called Seaton plan would provide 
a vastly more acceptable substitute. The Seaton plan, submitted to 
Congress by Secretary of the Interior Seaton in April 1958 as the 
domestic minerals stabilization plan, proposed the grant of subsidies 
to domestic producers of copper, lead, zinc, fluorspar, and tungsten. 
It called for a free market in these metals. But it provided that 
subsidies would be granted to domestic producers for a part of their 
output—each subsidy to be equivalent to the difference between the 
value of such output at actual market prices and its value at the so- 
called “stabilization” or normal price. Small producers (turning 
out less than 2,000 tons per annum) were to be paid a higher subsidy. 

The objective of the plan was to guarantee a minimum return to 
these particular mining industries while still leaving them subject to 
foreign competition. Chisine this objective could be achieved only 
if some reasonable limits were placed on the amount of subsidy per 
unit of output and on the total amount of output eligible for subsidy. 
Without such limits domestic industry would always be in a position 
to outcompete foreign firms. The Seaton plan did provide for just 
such limits, and hence would have preempted only a small part of 
the American market for domestic producers. Thus, a reasonably 
happ accommodation of domestic and foreign policy objectives 
would have been achieved. Foreign firms would have been given 
an opportunity to compete on a price basis and would be ee 
well off in an expanding market. On the other hand, the burden 
on American taxpayers would have been kept in bounds; consuming 
industries would have benefited from lower prices; and domestic 
producers would have been safeguarded against undue hardship. 

Import quotas on crude petroleum and residual fuel oil were im- 
posed after a finding that imports should be restricted in the interest 
of national security. However, the heavy pressures brought to bear 
by domestic oil and coal interests have raised some doubts in the 
public mind as to the validity of the national security argument used 
to justify import quotas. e believe that this decision should be 
reviewed. We believe, also, that policy on establishing quotas for 


5 Except for the application of statutory tariff rates on imports. 
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national security reasons should require a much more positive showing 
to be made before the quotas can be imposed. It cannot be said that 
this quota has been a serious economic blow to Venezuela—the princi- 
pal Latin American country affected—but it has certainly aggravated 
our political relations there, and it was a serious threat to Canadian- 
American relations until the Canadian quota was removed. 

(3) Quotas and price supports: Agricultural commodities.—It is 
clear that so long as agricultural price-support programs keep do- 
mestic prices well above world prices, there must be some means of 
limiting imports. Without such limitations the price support would 
extend to all of the world. Thus any proposal to eliminate import 
quotas is also a proposal to change the very basis of our agricultural 
support programs. 

To some, such a proposal may not only appear to be rank heresy, 
but also to be a case of allowing a very small tail to wag a very big 
dog. There would be merit in this view if our price support pro- 
grams had succeeded in meeting our domestic objectives. This has 
not been the case. Program costs are excessive and mounting; pro- 
duction controls are ineffective, This unsatisfactory situation has led 
to a growing public discontent with our present domestic price sup- 
port programs. Since, therefore, a search for something better is al- 
ready underway and a shift to something better seems to be only a 
matter of time, the suggestion that such a search be directed toward 
a substitute system which does not conflict with our foreign policy 
objectives rests neither on an unrealistic appraisal of the existing sit- 
uation nor on a visionary assessment of the possibilities. 

It is beyond the scope of this study to propose detailed reform of 
our agricultural support programs. However, it must be noted that 
the many substitute programs which have been discussed include 
some which permit the free play of the market to set prices, while 
the objective of maintaining farm income and easing the transition 
away from uneconomic crops is met through direct means, such as sub- 
sidy payments. This is the type of program which, we believe, would 
best serve our foreign policy interests. Therefore, to the extent that 
a possible conflict with our domestic interests is not an overriding 
consideration, we would recommend agricultural policies which move 
away from price supports and their concomitant import quotas and 
subsidized exports. 

We recognize that a revision of our domestic agricultural policies 
in this direction will not be a final solution to world agricultural com- 
modity problems. Indeed, unless carefully handle it may create 
transitional problems of shortages, rather than oversupply, especially 
if our grain surpluses should disappear. In some areas—cotton, wool, 
and meat in particular—such a revision would clearly be helpful to 
Latin American countries. Furthermore, it would leave us in a mor- 
ally more defensible position when we object, as we usually do, to di- 
rect Government intervention in international commodity markets.* 
A related point is that our example might inspire similar action in 
Europe where price supports, some of them ridiculously high, greatly 
limit Latin America’s traditional exports of foodstuffs. 

(4) Other policies—(a) The acquisition and disposal policies of 
agencies accumulating stockpiles of commodities, whether for strate- 


*It is to be hoped that in the future the U.S. position on this point will be somewhat 
less rigid. See below, sec. D. 
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gic or economic programs, can be an unsettling short-term factor on 
world markets. Disposals and purchases should be timed as nearly 
as possible to occur in periods of high prices and low prices, respec- 
tively. The legal requirements with respect to sales of stockpiled 
items (described above) should be relaxed to permit a countercyclical 
sales policy. 

We should be prepared to coordinate our policies with those of 
other nations operating similar stockpile programs, and with those 
of supplying nations. We should also be prepared to consult in ad- 
vance of proposed changes of U.S. sales or purchase policies, espe- 
cially with supplying countries. The mechanism for effecting such 
coordination can be ound in the various commodity working groups 
and study groups of international organizations. 

(6) There are many areas in which administrative discretion can 
substantially affect the volume of our imports from Latin America. 
The interpretation of customs regulations, the determination of the 
need to impose countervailing duties, the strictness with which san- 
itary regulations are enforced—in some of these cases there is wide 
(and appropriate) latitude for administrative discretion. We believe 
that this discretion should, to the greatest degree consistent with 
legal responsibility, be used to tip the scales in favor of admitting 
imports instead of toward keeping them out. 


C. ECONOMIC ASSISTANCE 


(1) Long-run requirements.—Econcmic assistance in the form of 
loans and grants to underdeveloped countries must be considered as a 
major means of advancing their economic development. And in the 
case of Latin American countries, the need for economic development 
cannot be considered apart from the commodity problems which are 
the subject of this study. 

We have already pointed out that diversification—which is one of 
the objectives of economic development—is sought by almost all 
underdeveloped countries, and especially by those whose fortunes 
depend heavily on world markets for one or a few commodities. But 
diversification is not the whole aim of economic development. There 
is a powerful demand for development for its own sake. 

In Latin American countries the need for outside assistance in 
financing economic development springs in part from the lag in 
world demand for the primary products which they export. This 
lag limits the contribution which exports can make to savings and 
capital formation in the producing countries, with the result that, in 
general, economic development cannot proceed at an “acceptable” 
pace with only internal financing. 

Furthermore, the severe market fluctuations to which many pri- 
mary commodities are subject inhibit savings and constructive invest- 
ment. It is probably true in most Latin American countries that 
a simple stabilization of commodity income would in itself create a 
much more rapid rate of capital formation. So long as there is a 
long-term lag in export markets, and so long as commodity markets 
are susceptible to violent fluctuations, it must be expected that in- 
ternally generated savings available for investment will be inadequate. 

Continued U.S. economic assistance, offered either unilaterally or 
through international organizations such as the IBRD, appears, there- 
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fore, to be an essential element in our economic policy toward Latin 
America. The recently created Inter-American Development Bank 
should provide another appropriate channel through which U.S. 
capital can be directed. The important thing to remember is that 
economic development requirements are intimately related to the 
commodity problems of the area. Indeed, nothing could contribute 
more to the resolution of development problems in many countries 
than substantial progress. in eliminating commodity problems. De- 
Veeegeeeets programs should be planned with this relationship in 
mind. 

This suggests that U.S. development assistance in Latin America 
should give emphasis to technical cooperation projects aimed at com- 
modity problems: Assistance in developing standards, quality con- 
trol, marketing improvement, new product uses, etc. 

(2) Shortrun requirements.—Most countries which are heavily 
dependent for their foreign exchange earnings on one or a few com- 
modities are particularly exposed to periodic balance of payments 
crises because of unstable markets. In certain circumstances, we 
believe international commodity agreements could do much toward 
stabilizing such markets. However, even with the best of success, 
there will inevitably be times when a commodity-producing country 


runs short of foreign exchange because of the vagaries of its own 
exports (e.g., a commodity agreement covering a number of producers 
may. not help the hypothetical one among them who has suffered a 
local crop failure). 

It would be ideal if commodity producing countries had sufficient 
foreign exchange resources to tide them over temporary market 


slumps—and if they could manage their internal affairs so as to re- 
plenish their reserves in boom times. However, the plain facts are 
that many Latin American countries do not have sufficient reserves or 
adequate fiscal management. This accounts for the frequency of 
balance-of-payments crises which have hit many Latin American 
countries particularly in the periods following slumps in commodity 
markets. 

Recognition of these problems and of the limited ability of individ- 
ual countries to handle them was one of.the reasons for the establish- 
ment of the International Monetary Fund. An important function of 
the Fund is to make short-term loans to prevent balance-of-payments 
crises. The more heavily a country draws on its right to borrow, the 
more stringent become the Fund’s requirements with respect to sound 
internal policies. 

It has been suggested that countries which are heavily dependent on 
commodity exports should have relatively more borrowing power at 
the IMF than other countries. While the Fund’s procedures in set- 
ting “quotas” (which determine borrowing power) are not specifically 
designed to achieve this result, in fact some of the special arrange- 
ments tend toward it, especially for small countries. Furthermore, 
the recent enlargement of quotas will be helpful. However, it is pos- 
sible that more can be done along this line, with commodity-induced 
payments difficulties being treated as special cases. The United States 
might well sponsor a study of such a move, in the expectation that such 
exploration will expose the need for assigning proportionately larger 
drawing quotas to countries heavily dependent on a few primary ex- 
ports, with repayment geared to future export earnings. 
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Whatever the performance of the IMF, it appears likely that there 
will be a residual financing role for the United States. This will be the 
case when there is a shortage of IMF funds for a particular country, 
or when the IMF cannot act as quickly or as thoroughly as our politi- 
cal interests may require, perhaps because of a different assessment of 
the problem. In the past the United States has met needs of this kind, 
loans to Brazil, Colombia, and Bolivia being cases in point, using 
funds of the ICA, Export-Import Bank, and the Development Loan 
Fund. We believe that the United States should continue to use the 
resources of existing lending institutions in this way whenever the 
need develops, even though the institutions were established for other 
purposes. However, in some cases it will be found that the binding 
rules of these institutions cannot be adapted to relief of a short- 
term balance of payments problem. To take care of this possibility 
more discretion should be given to the President in the use of foreign 
aid appropriations, possibly by enlarging his contingency fund. 


D. MORE POSITIVE PARTICIPATION IN AND SPONSORSHIP OF INTERGOVERN- 
MENTAL CONSULTATIONS AND ACTIONS 


The United States has participated in many intergovernmental dis- 
cussions of commodity problems, both formal and informal. We are 
members of all commodity study groups; those of special interest to 
Latin America are concerned with cotton, wool, cocoa, lead, zinc, and 
coffee. We participated in the study group which dealt with tin, al- 
though we have not become a party to the resulting tin agreement. We 
have lately participated in the coffee study group, whose work very 
recently led to an enlarged coffee agreement with several African pro- 
ducers as well as the original Latin American membership. Com- 
modity problems are discussed extensively in the U.N. Food and Agri- 
culture Organization meetings, with our participation. And we re- 
cently joined the Commission on International Commodity Trade of 
the U.N. after its terms of reference became more acceptable to us. 

Good as this record of participation has been, there are many who 
think that it is less than the minimum which should be expected of 
the United States. As an exporter or an importer we dominate 
most of. the world’s primary commodity markets. This gives us not 
only an interest in the health and stability of these markets, but 
also, it is claimed, a responsibility to the smaller countries to whom 
individual commodity problems are relatively more important than 
they are to us. Just how far this responsibility extends is a matter 
of some debate; nevertheless, our national interest in the economic 
welfare of the underdeveloped countries suggests that, even apart 
from our own stake in commodity markets, the commodity prob- 
lems faced by others are of concern to us. 

In general, our participation in discussion and action on com- 
modity problems during the postwar years has been criticized on 
several grounds. First, it is said that we have sometimes discour- 
aged international discussions of specific problems, in spite of their 
obvious importance to others. An outstanding example is the case 
of copper, lead, and zinc. In 1957 it was apparent that these com- 
modities were in trouble, and in September of that year the United 
Nations circulated a note suggesting a conference on the prospective 
problems. The U.S. reply was that such a conference appeared to 
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be unnecessary, but that we would attend if one were called. Other 
governments favored such a conference, and it was called in late 
1958.7. Meanwhile, the United States had unilaterally imposed im- 
port quotas on lead and zinc. Also in 1957, the United States indi- 
cated its indifference bordering on disapproval towards proposals for 
a coffee agreement prepared by the OAS. A less ambitious agree- 
ment entailing only promotional activities was viewed by the United 
States as a matter of no interest to it. In January 1958 a meeting 
was convened at Rio de Janeiro for the purpose of creating a coffee 

romotion organization. Almost all important producers and some 
important consumers attended as members but the United States sent 
only an observer. 

Related to the above is the allegation that we tend to leave to others 
the initiative for intergovernmental discussions of specific com- 
modity problems. The essence of this criticism is that if (a) a pro- 
spective commodity problem might affect our interests adversely, we 
look first to how we can work it out unilaterally to our advantage, 
and (5) if it does not appear to affect our interests adversely, we 
ignore it until a real crisis occurs or until others insist upon bringin 
it to our attention. Examples of the first are lead and zinc, an 
petroleum, where we took our own action by imposing import quotas, 
and then discussed internationally (on their initiative) the interests 
of other countries. An example of the second is coffee, where we 
ignored a clearly foreseeable commodity problem until emergency 
action was required. 

The evidence indicates that this is a valid criticism, but that it 
falsely suggests that we are indifferent to the interests of other coun- 


tries. For example, the record shows that in the operation of our 
cotton export program we have indeed considered the interests of 
other exporting countries—but according to our own evaluation of 
those interests. Similarly, when we imposed quotas on lead and 
zinc—an action that had important international repercussions—we 
allowed, again unilaterally, for the interest of others. When we 
finally did participate in discussions of the coffee — it was on 


a very constructive basis and in a spirit which ma 
est in the welfare of the coffee producing areas, 

It is also said that when we participate in intergovernmental dis- 
cussions, our attitude tends to be negative, especially towards any 
hint of attempting, by multilateral action, to control commodity 
prices or production. When we make action proposals, they are likely 
to be for such things as better interchange of information among 
governments, cooperative efforts to standardize or improve quality, 
or —— to find new uses for a commodity in trouble. 

gain, the evidence supports this criticism. Assistant Secretary 
of State Thomas Mann, speaking before the U.N. Commission on 
International Commodity Trade in March of 1959 listed five appro- 
priate means of attacking the cause, rather than the effects, of com- 
modity problems: 
1. Continued efforts to promote economic diversification and 
growth. 


e clear our inter- 


* Actually, two conferences were held on lead and zine, and led to informal agreement 
among producers (other than the United States) to restrict production and export in 1959. 
No agreement was reached to consider measures regarding copper production and export. 
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2. The reduction or elimination of unnecessary governmental 
barriers to trade. 


3. Further progress in learning how to moderate the impact of 
business cycles. 

4. Internal actions by producing countries, such as improved 
marketing organization and techniques, lowering the costs of 
production, and following sound fiscal policies. 

5. Better any of information among governments. 

In the same speech he set forth clearly the present U.S. attitude 
toward international commodity agreements: that they are not gen- 
oon feasible or desirable, although there may be exceptional cases 
in which they are appropriate. Among the exceptional cases he cited 
wheat and sugar, where there already existed widespread regulation 
on a national scale, and coffee, where he characterized the quota agree- 
ment as a necessary stop-gap measure. In supporting his general op- 
position to commodity agreements, Mr. Mann gave a number of 
reasons which sum up to the belief that they interfere with market 
forces, tend to perpetuate an imbalance, and postpone the day of 
reckoning. 

This US. position, of course, was not developed solely by the State 
Department. It is our understanding that it reflects a policy decision 
by the President’s Council on Foreign Economic Policy, which has 
broad interdepartmental representation and which is chaired by the 
President’s special adviser on foreign economic matters. It ap 
that this policy decision is understood throughout the executive 
branch as actually barring our participation in any intergovernmental 
studies or discussions which might take us closer to a commodity 
agreement. For this reason, despite the great interest that has been 
shown by producing countries in trying to work out stabilization 
agreements, no intergovernmental study of the feasibility of possible 
alternative plans has been made because the United States has let it 
be known that it is not prepared even to consider the matter. 

To many countries beset by commodity problems and anxious to 
take direct measures to deal with them through commodity agree- 
ments, it may appear that this U.S. position is doctrinaire, and that 
it comes with i grace from a nation which has contributed to some 
worldwide difficulties by overthrowing the doctrine of the free market 
in dealing with its own internal agricultural problems. A more 
reasonable view would be that the U.S. position has developed as a 
reaction to an extreme position on the opposite side. This position is 
that commodity stabilization ments are necessary over a wide 
range of commodities, and also that they are sufficient to deal with the 
problems. The Latin American countries have been insistent in 
pressing this view. If it prevailed, a large segment of world trade 
would be in a straitjacket. 

In our opinion the types of action called for by Mr. Mann are cor- 
rect. In particular we endorse the view that much has to be done by 
the commodity-producing countries themselves. However, we be- 
lieve that these types of actions in many cases will not be enough. 

It appears to us that in an attempt to offset the tendency of others 
to regard regulation of trade, prices, and production as a panacea, the 
United States has committeed itself to an inadequate set of remedies 
with the inevitable result that the criticisms cited above are valid: 
we discourage discussion of international] action, we leave the initiative 
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to others, and our approach to a direct attack on commodity problems 
is essentially negative. There is one unflattering qualification to this: 
when a commodity crisis is upon us we are apparently willing to en- 
dorse direct action. But we seem to resist even the thought of regu- 
lation until a crisis, however foreseeable, has actually occurred. 

Recent events lead to the hope that the United States can extricate 
itself from this position. Many commodity-producing countries are 
apparently receding from their extreme views, and have agreed with 
us that the problems of each commodity should be considered sepa- 
rately, with stabilization agreements as only one of several possible 
lines of action. In turn, the Under Secretary of State, Mr. Dillon, has 
announced the willingness of the United States to take up these prob- 
lems on a case-by-case basis in order to examine which measures are 
best suited to each. 

We would hope that in following through on this case-by-case ap- 
proach the United States will take the leadership which she has so 
far refused. Given our overwhelming economic and political influ- 
ence in the world, intergovernmental efforts to deal with commodity 

roblems will usually be frustrated unless we support them actively. 

We should take the initiative in convening international study groups 

covering a wide range of commodities not now the subject of study 
groups, and we should try to give new life to the study groups that 
exist. Our purpose should be to anticipate crises and prevent them 
before they occur, to deal with problems before they become unman- 
ageable, and to deal effectively with problems that are already evident. 
In so doing we should not foreclose discussion and consideration of 
any proposals which might serve this purpose. 

e should expect, and even encourage, study of the pros and cons 
of formal commodity agreements, again on a case-by-case basis and 
not on the basis of a generalized bias for or against them. In many 
cases the studies will show such agreements to be impractible; in 
others they may show that otherwise practicable agreements cannot 
be reached because of irreconcilable conflicts of interest. However, 
in some cases commodity agreements may be found to be feasible and 
less costly than alternative courses, or than leaving the problems un- 
solved. In such cases we should not hesitate to sponsor agreements, 
to join them if necessary, to use our influence to see that they involve 
as few as possible of the evils that have been ascribed to them, and to 
give them financial support. We should also not, in the name of non- 
interference with free economic forces, shrink from other direct at- 
tacks on commodity problems. Such an openminded attitude would 
have the incidental political benefit of freeing the United States from 
the accusation that a negative attitude on our part is largely responsi- 
ble for the persistence of commodity difficulties. 

On a broader front we should help to elevate commodity problems 
to the level they deserve in international economic forums, alongside 
economic development, financial policies, and trade policies. This 
should not be difficult to do. At the recent meetings of the World 
Bank and the International Monetary Fund the preoccupation with 
commodity problems of many countries was evident in the statements 
of delegates and of Bank and Fund officials. Furthermore, as has 
been pointed out above, some other industrialized countries are al- 
ready ahead of us in the seriousness with which they view commodity 
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problems as a deterrent to progress in underdeveloped areas. There 
is a felt need for constructive action in most of the rest of the world. 
What is lacking is our leadership. 

The important thing is that we should free ourselves from the tra- 
ditional position that international attempts to influence commodity 
trade, prices, and production are somehow reprehensible. In. other 
economic fields the United States has shown a remarkably bold and 
imaginative leadership since the end of the war,.and in many respects 
this leadership has c: Med for a sharp break with our past traditions. 
Our initiative and enthusiasm were responsible for the creation of the 
World Bank and the International Monetary Fund. Against. very 
considerable domestic opposition we have taken the lead in scaling 
down tariff barriers through the GATT. The Marshall plan and the 
point 4 programs proclaimed our interest in the economic welfare of 
others. Nor were these great innovations, in their inception, a re- 
sponse to cold war pressures. On the contrary, they came from the 
enlightened conviction that economic welfare throughout the world 
comes best through cooperative effort which involves, among other 
things, a relatively heavier burden for the wealthy than for the poor. 
That these programs have been powerful influences on our side during 
the cold war period attests to the soundness of that conviction. 

This is the attitude that we should take toward multilateral attacks 
on commodity problems. It is the responsibility of the executive 
branch to turn such an attitude into an action program. The Senate 
Foreign Relations Committee might well inquire whether the admin- 
istration’s action program for the future in this field adequately re- 
flects the gravity and importance of the problems. 


E. LINES OF DESIRABLE U.S. ACTION—SUMMARY 


From the foregoing several possible lines of action by the United 
States are suggested. They will be summarized below. Two points 
should be noted with respect to these lines of action. The first is that 
they will affect not only the commodity problems of Latin America, 
but also those of other primary producing areas. The second is that 
U.S. action will seldom be ouflichent by itself, and may even be worse 
than no action at all unless other countries—and especially the pro- 
ducing countries themselves—play their part. 

At the outset of this chapter feasible lines of U.S. action were put 
into three categories: (a) U.S. domestic policies; () financial as- 
sistance to seotuniies countries; and (¢) a more active and positive 
— in sponsoring international action. Our recommendations 
follow: 


1. US. domestic policies 


(a) Tariffs —Continue to make tariff concessions in the area of 
basic commodities to the fullest extent of the President’s power under 
the Reciprocal Trade Agreements Act. 

(b) Import quotas—Nonagricultural commodities.—Reconsider 
quota now in effect on lead, zinc, and petroleum. In particular, we 
recommend moving toward free markets for minerals, using subsidies 
when necessary to maintain essential domestic production. 

(ce) Agricultural commodities—In seeking a solution to the prob- 
lems created by our current domestic agricultural policies, move as far 
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as possible away from price supports where they require miport 
quotas, or where they create surpluses which lead to export: subsidies 
for commodities important in world trade. 

(d@) Jimports of basic commodities and stockpile operations.—Seek 
to time Government imports and sales from stockpiles eonttacyeli- 
cally; and modify present legislation which makes this difficult. Seek 
coordination to the same end with other industrial countries. €on- 
sult with supplying countries in advance of any inyportant changes in 
policy. 

(e) Administrative discretion —Where discretion in the adminis- 
tration of laws and regulations can affect the volume of iniports of 
primary products, use this discretion in such a way as to tip the 


scales in favor of admitting imports instead of toward keéping them 
out. 


2. Financial assistance to producing countries 

(a) Aid for economic development.—Continue to emphasize pro- 
grams designed to assist long-term economic development and diver- 
sification in commodity-producing countries. Relate technical as- 
sistanee programs to commodity problems. 

(6) Aid to meet balance-of-payments crises.—Sponsor a move to en- 
large the short-term borrowmg eapacity of commodity-produemg 
countries from the International Monetary Fund. Assure the ayail- 
ability of U.S. funds for short-term relief in cases where IMF fimanc- 
ing is not possible or would be inadequate. 


3: International participation 


(a) Assume an active role in international consideration of com- 
modity problems, in contrast to the traditional negative attitude. 

(>) Elevate commodity problems to the first rank im international 
economic discussions, along with economic development, financial pol- 
icies, and commercial policies. 

(c) Initiate studies over a broad range of commodities, with a view 
toward sponsoring effective action. In this connection, abandon the 
policy which looks upon stabilization agreements as suitable only in 
exceptional cases. 





APPENDIXES 


APPENDIX I 
STATISTICAL TABLES AND CHARTS 


TABLE 1.—U.S. imports from Latin American countries 
[Millions of U.S. dollars] 


1952 1953 1954 


Argentina... ___- 
Bolivia... ...... 
Brasil. iii.-.. 

fe et ee 
Colombia... 

Costa Riea 

Cuba __..-. ao 
Dominican Republic 
Ecuador i 
E] Salvador _. 
Guatemala 

ites... ils. 
Honduras.._.- 
Mexico. ._.- 
Nicaragua. 
Panama. - -_- 
Paraguay. _-. 
Pre... 3... 
Uruguay. .__.. 
Venezuela 


103 
47 
682 
197 
507 
33 
401 
72 
61 
61 
bt 
25 
7 
328 
6 
18 
5 
97 
31 
504 
Total. =a 3,348 | 3,411 3468 | 3, 291 


Source: Foreign Commerce Weekly, U.S. Department of Commerce. 
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TaBL_e 2.—Primary producing countries: Year-to-year changes in total imports 
and imports of capital goods 


[Change in volume over preceding year as percent of total imports in 1953] 


1950 1951 1952 1953 


Argentina: 
Total imports--_. -_--...--.- 
Capital goods_...........-- 
Bolivia: 
Total imports............ 
Capital goods..........- 
Brazil: 
Total imports... _---.-...--..-.. 
Capital goods____--- 
hile: 


Capital goods_ 
Colombia: 

Total imports. -- 

Capital goods. 
Cuba: 

Total imports_ 

Capital goods. 
Guatemala: 

Total imports. . - 

Capital goods 
Honduras: 

Total imports 

Capital goods. 
Mexico: 

Total imports__- 

Capital goods_ 
Peru: 

Total imports. Stic wd Godel 

Capita]. goods_.....-..-- _ 
Uruguay: 

Total imports_-_.-..----. | ‘ 23 

Capital goods. - ---.--- 5 5 16 
Venezuela: 

Toem taports.c .......3......1. § —13 

Capital goods- —17 





> Nb 


53 SB en 
i) 4 
seo ow 


~IsI 


tw 


Orde ou 





ow ww 


Source: World Economic Survey, 1958, United Nations, p. 62. 
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TABLE 3.—Hzaports of selected commodities from Latin America to the world and 
to the United States 


[Millions of dollars} 


Wool, unmanufactured: 
World 
To the United States 


World 

To the United States 
Zine: 

World 


182 
68 
108 
67 

, 909 
302 
584 
331 
60 
26 
229 
73 
134 
664 
480 
282 
95 
64 
59 
17 
44 
39 


3, 411 


Sources: Exports to the world, as reported for each country, have been taken from the ECLA Bulletin 
for October 1958 and March 1949. For consistency’s sake, generally the exports to the United States were 
taken from the same bulletin. However, in several cases ECLA data on exports to the United States have 


differed markedly from imports to the United States as reported by the partment of Commerce. In 
such cases, U.S. import data have been used. * 


TABLE 4.—Ezports from Latin American countries (1950-58) 
[Millions of dollars] 


g 


Por 
+“ 
& 


ESevseFevsessiessee 


Dominican Republic. 
BI ons nicneweswnthicdncae 


Be8eueEecas 


aif 
& 


Source: International Finance Statistics, IMF, 
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TaBLe 6-—Indeves of quantum of exports of selected commodities from Latin 
America, 1950-57 


[2050 =100} 
Commodity 1951 


Bananas... 105 
. 106 
107 


7) OG. <.4-25~ 
Linseed oil _ _ ..- 


Petroleum _-__ ss 
i iedik > ; Scape 5 112 


nS Eo hata 


Source: Compiled from data taken from Economic Bulletin for Latin Ameriea, vol. III, No. 2, October 
1958, Santiago, Chile. 








TABLE 7.—Quantum of exports from Latin America, by country, 1950-58 
[1950 = 100} 


Country | 1950 | 1951 | 1952 1953 


bin ssohbiiasapesmapitbtioniinnnsaoiag 


R 


87 
108 
100 

98 | 
141 
127 
111 
124 
101 
101 
102 


Argentina ; 100 | 
Bolivia. _ __- 100 
Brazil__ _- : 100 
Chile 7 | 100 
Colombia --- = } 100 
Costa Rica____ -- | 100 | 
Cube...... . 100 
Dominican Republic _-- | 100 
Ecuador. .......-. sa 100 | 
Fl Salvador. 100 | 
Guatemala __ oad 100 
Paces oné , - 100 98 
Honduras._.-_- -- oe 100 | 
a 100 | 

100 100 

100 | 102 

100 82 


SeuekeeSes 








Pap .---5. -| 100} 
Uruguay .__. - 100 | 64 | 
Venezuela -. test 113 | 119 


Total | 100} 100} 95} 107 | ‘ 23 | 


101 | 





— 
N 
— 














' Based on data through 3d quarter 1958. 


Souree: Economic Bulletin for Latin America; vol. III, Ne. 2, October 1958, and vol. [V, No. 1, March 
1959, Santiago. Chile. 
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TABLE 8.—Consumption and imports of selected commodities in Europe and in the 


United States, 1955-57 
[Index, 1927-29= 100} 





United States Europe 


Commodity sence 


Con- Im- Con- Im- 
sum p- ports sump- ports 
tion tion 





3 ee 142 
ee ee er eae 181 





poteet« i. .....dei---. 
eGR. 1 as. 4 deh. dee 
Me OS Sh. dee nos ahh 
Mutton and lamt 

Beef and veal ‘ 
ea ra ane 








Source: “World Economic Survey,” 1958, U.N. 


Imports as percent of consumption 


United States 


1927-29 


1955-57 


1927-29 


Europe 


1955-59 
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ApPENbDIx II 
COUNTRY NOTES 


The statistical tables found in the bedy of the repert and in appendix 1 will, 
by and large, enable the reader to appreciate the importance of particular com- 
modities for the economies of each ef the Latin American nations. They will 
enable: him to follow reeent developments reflecting changing trade conditions 
for these commodities. For example, table 1 of the study shows the principal 
export commodities for each Latin American country and table 2 of chapter I 
shows each such country’s trade with the United States by principal commodities. 
The relationship of exports to the gross national product of these countries ap- 
pears in table 4 of the study, and price developments for selected commodities 
appears in table 5 of appendix J. The fellewing brief commodity notes are 
designed.to summarize key information regarding commodities as they. relate 
to trade and the economy of the individual countries. 


ARGENTINA 


Although one of the mere industrialized natiens of Latin America, Argentina 
continues to rely heavily on foreign trade which accounts for nearly 10 percent 
of the gross national product. 

Argentina’s commodity trade has been plagued by two problems. First, this 
trade is concentrated in meat, wool, and grains and world markets for the latter 
have been particularly dull for years. However, Argentina’s exports would have 
done better had policies not been pursued which discouraged production on the 
one hand and encouraged consumptien on the other. Until the mid-1950’s, prices 
fixed by the Government for agricultural products generally discouraged pro- 
duction and led to a shrinkage ef output and exports. In ether ways, fer ex- 
ample in the fixing of exchange rates for the conversion of foreign earnings 
into local currencies, still other disincentives to production and export were 
evident. 

Much of this has been remedied recently. In some cases price supports have 
been raised and the system of aferes was changed to provide for sale of a greater 
share of foreign exchange receipts at the free market exchange rate. ‘This 
meant that experters earned more through exports than previously and experts 
have already picked up. 

It will be some time before experts ef meat can be expected to rise appre- 
ciably because slaughtering has been kept low in order to enable the livestock 
population te be rebuilt. Meanwhile, the price of meat sold locally has ‘been 
permitted te rise in erder te keep consumption down. Some optimism is felt 
that the next; few years will again see an increase in Argentina's experts. of 
grains and animal products, thereby restering her to her traditional important 
position in such trade. 

The gist of the foregoing developments in Argentina's commodity trade emerges 
from the few figures following. The quantum of trade in many ef the years of 
the 1950's was below that of 1950. By 1958 the velume of exports had risen 
to a point only 7 percent above that of 1950. The terms of trade have gone 
drastically against. Argentina. The prices for grain, meat, linseed oil, and 
other preducts have been ,consistently below ‘the prices of the early 1950's. 
Based on 1950 as 100. the index of the terms of trade in 1957.was 77 with a 
slight improvement being registered in 1958. 


BOLIVIA 


Five metals account for 83 percent of Bolivia’s exports and one metal ore 
alone, tin, accounts for 68 percent. In 1958 the volume of exports of every one 
of these metals was under that of 1957 and well under that of earlier yeats of 
the decade. Tin, in particular, was down from 1957, only 58 percent of ithe 
1953 Jevel against 87 percent in 1957. Price declines fm 1958 canceled owtigeins 
in the terms of trade realized durmeg the 1950's. 

The consequence has been a sharp decline in Bolivia's export earvings with 
most of it being concentrated in tin. Earnings from that ore in 1958, a par- 
ticularly bad year, were $36 million compared with twice that amoant in 1958 
and eveh more in therearlier years of the decade. 

Tin ‘has ‘been one of ‘the real problem commodities. Consumption has been 
steadily declining in the past several decades as substitute metals have been 
found and as more efficiest means for use of the metal have been developed. 
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Faced with shrinking markets on the one hand, Bolivia also faces the fact 
that its production has become increasingly high-cost. In the face of tough 
competition in a shrinking market it finds that more and more of its production 
cannot stand world competition. Much of the market that it has held on to has 
been only by virtue of subsidies paid to keep its mines going. 

Tin is one of the few commodities covered by an international commodity 
agreement. The agreement has served on the whole to prevent a precipitous 
drop in world prices. The agreement has survived extreme pressures by virtue 
of the fact that producer members have put up continuously larger amounts of 
money, thus making it possible for the buffer stock to buy surplus supplies in 
the market. The agreement has survived also because it has imposed very 
substantial export limitations on its members. 

Bolivia’s trade with the United States is not very great, only about one-sixth 
of its total, and some of that is in lead and zine. The imposition of U.S. import 
quotas on lead and zine in 1958 has reduced this trade, a blow which Bolivia 
can little afford. 

BRAZIL 


Coffee by far, and cocoa and cotton are the products of importance in Brazil's 
exports. Bach has gone its own way during this decade. 

The volume of coffee exports has been going steadily down since 1951 (ex- 
cepting 1956) but, fortunately, the price held up well, indeed, very well through 
1956. But then began the price decline which was felt so severely during 1957 
and 1958 and into this year. 

Cotton exports have been erratic during the 1950’s but have been down 
sharply of late. Prices received in export have likewise been sharply down. 
The volume of cacao exports has been generally up but the prices have been 
generally down. 

All told, export earnings have been going steadily down throughout the 1950's. 
The terms of trade, which had been up during the mid-1950’s, finally became 
adverse in 1958. More than 40 percent of Brazil’s exports are to the United 
States, and coffee dominates them. Cocoa ranks second and iron ore ranks 
third. 

Brazil is an immense country with a large population and a sizable internal 
market. This has made possible an expansion of economic activity despite the 
lag in exports, but the lag has also occasioned constant payments problems. 
Exports now account for only about 6 percent of the gross national product, the 
smallest figure for any of the Latin American nations. 

Returning to coffee, it is important to note that Brazil continues to dominate 
world trade. It is the single largest producer and exporter. Its behavior de- 
termines what happens to world trade and prices. Fortunately for all other 
producers, Brazil has kept off the market the huge surpluses which it has gen- 
erated under the impetus of high prices in the early to midfifties and under 
the spur of its price support program. Brazil has in the last two years been 
holding off about 40 percent of its current production as its contribution to a 
workable coffee agreement among Latin American producers. Steps are being 
taken now in Brazil to reduce coffee acreage and to make it less attractive to 
farmers to continue production of this crop. 

Brazil is also facing increased world taste for milder types of coffee which she 
does not grow and also for the stronger competition coming from African 
producers. Brazil’s impaired position in the coffee market is reflected in these 
figures. In 1927-29 she accounted for 58 percent of world exports whereas in 
1955-57 she accounted for only 41 percent. 


CHILE 


Chile’s fortunes are tied to copper. Exports account for 20 percent of the 
country’s gross national product and copper accounts for 67 percent of all 
exports. 

Copper markets are among the most volatile. From one year to another, 
prices may swing up or down 50 percent or more and it is not uncommon for 
this to happen within any year. Moreover, the demand for copper almost always 
swings the same way (but not so severely) as prices so that the swings in 
earnings are more severe. Sparing Chile somewhat the vicissitudes of the 
market has been the longer term boom in demand for copper and the fact that 
prices in the midfifties and again recently have generally been higher than in 
the first part of the decade. 

Chile has also been feeling the competition from new, low-cost sources of 
supply in Africa, and Chile’s share of world market has dropped. 
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Critics have observed that Chile’s output of copper was harmed for years 
by the controls placed over new investment in the country. The mines there 
are owned substantially by foreign interests, largely American. Expansion 
of output requires local currency expenditures, which, under Chilean regulations 
are to occur through purchase of local currencies for foreign exchange. The 
rate at which the exchange takes place determines in part the cost of expansion 
and that rate was unfavorable for years, although recently this has changed. 
The method of taxing copper exports also allegedly aggravated the difficulties 
of exporting and exaggerated the Government’s gain or loss from copper exports, 
but this system, too, has been changed. Mention is made of these points only 
to point up the frequently overlooked fact that part of the commodity problem 
is in its inherent nature and part of it is influenced by actions by governments. 
The immediate future of copper seems uncertain. In the past few years output 
has increased more rapidly than demand. In Chile, now in Africa, and at times 
in the United States, output has been deliberately held back by the decisions 
of individual producers rather than by governmental action in order to support 
the market. 
COLOMBIA 


Colombia is one of those Latin American countries which shows an extremely 
high dependence on export of one commodity—coffee. On the whole, the decade 
has been good to such exports. Though prices have gone down by 50 percent in 
the past 2 years, they are still well above the figures for the early years of the 
decade. The quantum of these exports continues somewhat above the earlier 
years of the 1950’s as the mild coffees grown in Central America are particularly 
in favor now. 

Petroleum is Colombia’s second ranking export, accounting for 17 percent of 
the total. The volume of exports has declined during the later 1950's, but prices 
have been better than in earlier years. 

The terms of trade have been generally favorable, particularly in the midfifties. 
However, they turned unfavorable in 1958 because of a sharp decline in export 
prices, particularly of coffee. 

Exports of coffee and petroleum accounted for 80 percent of Colombia’s exports 
in 1958 and exports as a whole accounted for 13 percent of the gross national 
product. Industrialization of the country is occurring with the result that the 
ratio of exports to GNP is dropping slowly. However, it is evident that an im- 
portant stimulus to the economy still comes from exports. When coffee sales are 
good, so are local incomes and savings. Moreover, the Government has no great 
difficulty in retaining a sufficient share of the income from coffee sales to permit 
a satisfactory level of imports, to permit servicing of foreign claims, and also 
to increase the Government’s revenues so as to permit the carrying on of essential 
Government services and of economic development projects. 

After buoyant sales in 1956-57, coffee exports ran into price problems in 1957 
and 1958 and the value of exports slipped markedly, although the volume held 
up reasonably well. The consequence was a series of balance of payments crises 
(obligations abroad to sustain debt service and essential imports holding up while 
earnings dropped). Extraordinary assistance from the United States and the 
IMF have helped to resolve these problems. 

The future is unclear because of uncertainty as to what will happen to coffee 
income in the next few years. If the world coffee agreement manages to sustain 
prices long enough while coffee production shrinks, Colombia may get through 
the next few years without too much difficulty. If, on the other hand, coffee 
prices break sharply, then grave external payments problems will descend on 
Colombia and on other countries heavily dependent on this commodity. 


COSTA RICA 


Costa Rica has been one of the more fortunate of the Central American nations 
as concerns exports. Barring 1956, exports picked up steadily, and 1958 was 
a banner year. 

Costa Rica moved quickly to increase growth and exports of coffee in the mid- 
fifties and participated fully in the boom market in this commodity. When 
prices fell in 1957 and 1958, it nonetheless managed to hold onto its earnings 
by increasing the quantity sold. Prices are now down to the point where much 
of the profitability is removed and switches to other crops are underway. But 
coffee remains the leading export commodity, accounting for 52 percent of the 
total. All told, exports are an important factor in determining the vitality of 
Costa Rica’s economy because 20 percent of the gross national product is derived 
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from exports alone. Fortunately for Costa Rica, not only have exports increased, 
but the terms of trade have also been favorable during the 1950’s. 

Bananas and cocoa are the second- and third-ranking export products for the 
country. With respect to the former, Costa Rica has managed to hold its share 
of the world market somewhat better than certain other traditional producers 
of the products, such as Honduras. 

As would be expected, the principal items in trade with the United States are 
coffee and bananas, respectively, which account for three-quarters of all exports 
here. About 40 percent of all Costa Rica’s exports are to this country. 


CUBA 


With the exception of a particularly good year in 1957, Cuba’s exports, mainly 
of sugar, have remained around $600 million to $700 million throughout the 1950's. 
Exports account for more than 30 percent of the countrys gross national 
product. i 

Sugar, which accounts for over 80 percent of Cuba’s exports, virtually de- 
termines her export trade. In turn, Cuba’s sugar exports depend heavily on 
sales possibilities in the United States where Cuba is holder of a substantial 
share of our import quota. The volume of exports to the United States rose 
steadily through the 1950's, but prices remained static. Sugar sold elsewhere 
did not do nearly as well, although price movements were a bit more favor- 
able. In value terms, Cuba’s sugar exports to the United States in 1958 were 
about double her exports to all other countries. 

About 80 percent of Cuba’s trade is with the United States, sugar leading the 
way, of course, with tobacco running second, far behind, 

It is diffienlt to estimate the course of Cuba’s exports in the years to come. 
In the past year sugar prices slid sharply, and the bottom price set forth in 
the World Sugar Agreement was actually penetrated. On the other hand, the 
sugar agreement has recently been strengthened, and this may have some salu- 
tary effect in preventing extreme price movements in either direction. ‘The 
U.S. Sugar Act, which establishes Cuba’s quota in this market, comes 
up for renewal in 1960, and the course of action taken will influence greatly 
the future of Cuba’s exports. 

DOMINICAN REPUBLIC 


Exports from the Dominican Republic were fairly steady throughout the 
1950’s but rose sharply in 1957 to a record of $161 million and fell off some- 
what in 1958. In the midfifties the volume of exports was higher than in earlier 
years which helped offset the fact that prices of commodities exported remained 
stable or declined for the most part during the decade. 

The leading export crops of the Dominican Republic are sugar (44 percent), 
eacao (21 percent), and coffee (17 percent). In trade with the United States, 
which accounts for more than 60 percent of the total, coffee is the first ranking 
product with cacao immediately behind. Exports are a strong force in the 
economy, accounting for about 25 percent of the gross national product. 

In the fifties the Republic enjoyed the same boom in Central American mild 
coffees as did her neighbors. The volume of coffee exports increased and prices 
were favorable until the past few years. Sugar exports have been fairly stable 
in the past few years in volume but were favored by price rises in 1957 and 
hurt by declines more recently. Cacao exports have not made progress in 
recent years in volume terms and, as is not uncommon for the product, price 
movements have been erratic. By and large, the terms of trade have not been 
favorable throughout the fifties. 

ECUADOR 


Ecuador has been among the leaders in Latin America in expanding its ex- 
port trade. From 1950 to 1958 the volume of exports increased nearly 50 per- 
cent. In value terms the increase was nearly 90 percent based principally on 
a large increase in exports of bananas and coffee. As with many other Latin 
American countries, part of Ecuador’s progress in exports is attributed to a 
‘change in the system of aforos which yielded exporters a greater local currency 
return for their exports. 

Bananas have become so important in recent years that they account for 56 
percent of all exports, with coffee next, nearly 20 percent. In 1958, overall 
exports accounted for 17 percent of the gross national product. 
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Progress made in growth and export of bananas has pushed Ecuador into first 
place among nations exporting that product. In 1955-57, they accounted for 
20 percent of world exports as contrasted with less than 1 percent in 1927-29. 

Ecuador’s exports to the United States account for a little over 40 percent of 
all trade and are concentrated in bananas, coffee, and cocoa in that order, with 
shellfish becoming important of late. 

The terms of trade were very favorable to Ecuador right through 1957, but 
the decline in coffee prices in 1958 reversed this. 

Despite Ecuador's considerable progress in exports, the future is somewhat 
hazardous to predict. Coffee is in trouble and bananas can be at any time be- 
cause of natural reasons and also because of stiff competition from other Latin 
American producers. However, cacao, rice, shellfish, and other exports add an 
element of diversification. 

EL SALVADOR 


An unbroken string of increases in exports from El Salvador came to an end 
in 1958 as coffee prices dropped sharply. This brought an end to the blessing 
that coffee has brought to the economy in the fifties. With 79 percent of all 
‘exports being in this one product alone and exports accounting for 25 percent of 
the gross national product, El Salvador is naturally concerned as to what the 
future for coffee will be. 

El Salvador’s second export crop is cotton, accounting for about 11 percent of 
all exports, Thus, 90 percent of exports are concentrated in commodities that 
cannot be said to enjoy a secure future. 

In 1958, about 45 percent of El Salvador’s exports were to this country and 
almost all of it was in the form of coffee beans or in powdered coffee. 

As might be expected, the terms of trade were particularly favorable to BI 
Salvador during the midfifties when coffee prices were particularly high but 
the terms have turned downward recently. However, they remain substan- 
tially better than in 1950. 

Along with other countries dependent on coffee, El Salvador is trying to diver- 
sify her production and exports. Sugar is one of the products in which pro- 
duction has increased. 

The future of exports from El Salvador depends much on whether the ex- 
isting pact among coffee producers can be held together and strengthened by 
addition of more producers in Africa and elsewhere. If this occurs, the price 
of coffee should be maintained for some time although the quantities that any 
ohe country can sell will be limited by the quotas set up under the coffee 
agreement. 

GUATEMALA 


In the middle years of this decade, exports from Guatemala were running as 
much as 80 percent better than in the first year of the fifties. In part this 
was because the value of exports of coffee had risen. Coffee accounts for 72 
percent of Guatemala’s exports. Bananas, on the other hand, showed a more 
modest increase in volume and prices hardly improved. The peak in exports 
was reached in 1956 but they have since dropped by around 20 percent to the 
1958 level of $107 million. In 1958, exports represented about 18 percent of the 
gross national product. 

Trade with the United States accounts for about 50 percent of all Guatemala’s 
exports and is made up primarily of exports of coffee, with bananas running 
second. 

Largely because the price of coffee in the fifties was above that at the turn 
of the decade, the terms of trade have been favorable to Guatemala but that 
appears to be changing because of the recent drop in coffee prices. 

Along with other Central American producers, Guatemala has benefited in 
recent years from the increased demand for mild coffees. Since 1957 Guatemala 
has limited her exports of coffee in accordance with the provisions of the Latin 
American Coffee Agreement. Restrictions are still in effect and meanwhile 
prices have dropped, causing a substantial loss in earnings to the country. 
While coffee has been a reasonably good product, bananas have not been; 
banana exports during the fifties showed no increase, and Guatemala enjoys a 
smaller share of the world market now than it did in the late twenties. 
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HAITI 


Misfortunes of nature are among the forces which caused Haiti’s exports to 
decline during the latter part of the fifties. At $30 million in 1958, exports were 
about 20 percent under the figures for the early fifties. 

Coffee is the island’s leading commodity, accounting for 74 percent of all ex- 
ports, with sisal ranking next. A little over 11 percent of the gross national 
product was accounted for by exports. 

A little less than two-thirds of all exports are shipped to the United States, 
with coffee ranking first and sisal next. 

Coffee exports have been erratic, some years showing sharp movements up- 
ward, others down. Volume was down in 1957 and prices tumbled, too, hence 
exports slipped about 20 percent in that year. Sisal exports have done well 
in volume in the fifties, but prices have been sharply down. Sugar exports have 
been down in the fifties and 1958 was a particularly bad year. 


HONDURAS 


Honduras depends on two crops—bananas and coffee—for a large part of its 
trade and income. Bananas alone account of 56 percent of exports, and coffee 
brings the total to 71 percent. About 19 percent of the gross national product 
arises from exports. 

Bananas are a commodity subject to less extremes in price or demand, but 
are prone to blows from nature. Honduras has had its share during the years 
of pests and damage from bad weather. For this and other reasons it has lost 
its dominant position in the world banana market. In 1927-29, Honduras ac- 
counted for nearly 25 percent of all banana exports, whereas the figure today 
has dropped to 10 percent. 

Coffee is a crop which assumed somewhat greater importance to Honduras 
during the midfifties, but the price decline in coffee in the past few years has 
dampened the progress in this crop. Added volume of exports of both coffee and 
bananas have offset price declines somewhat and progress in increasing exports 
of wood has also been helpful in permitting Honduras to increase its exports. 

The terms of trade for Honduras have been favorable in the fifties. The prices 
of her export commodities have risen much more than the prices of the com- 
modities she has imported. In this respect Honduras has led all other Latin 
American countries. 

About 40 percent of Honduras’ exports are to the United States, with bananas 
accounting for the bulk and coffee accounting for almost all the remainder. 


MEXICO 


The fifties have been reasonably good years for exports from Mexico. Coffee, 
lead, zine, cotton, and copper exports have all increased, with coffee and cotton 
being particularly important. From this it follows that 1958 was not a very 
good year because of the decline in world demand for these products and because 
of the quotas imposed by the United States on imports of lead and zinc. 

Rapid industrialization made possible by a large internal market has dimin- 
ished the weight of exports in the total economy. In 1958, they accounted for 
9 percent of gross national product, the second lowest among the Latin American 
countries. 

Trade with the United States accounts for about 60 percent of Mexico’s ex- 
ports, with coffee ranking as the first item and cattle as the next. 

The volume of overall exports has risen about 50 percent and the value has 
done about as well. But exports in 1958, somewhat over $700 million, were 
well under the 1956 mark of nearly $900 million. The terms of trade have been 
unfavorable since the midfifties. 

Cotton accounted for 26 percent of Mexico’s exports in 1958, with coffee rank- 
ing second at 18 percent. In 1959 exports of cotton are likely to be lower be- 
cause of deliberate efforts to depend less on the product and because the United 
States is selling cotton abroad at lower prices than heretofore. 

Coffee exports have boomed in the fifties, the volume in the midyears running 
as much as 75 percent or more above that in the beginning of the decade. In 
1958 exports were restricted by the operations of the Latin American coffee 
pact and these restrictions are likely to continue with the same or greater effect 
into the future. With the decline in coffee prices in recent years, combined with 
the decline in volume in 1958, earnings from coffee have turned down. 
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Lead and zinc together account for 7 percent of Mexico’s exports and have run 
into trouble because of the softness in the world market. Exports to the United 
States have been curtailed since the quotas were imposed in 1958. 


NICARAGUA 


Nicaragua’s exports are heavily based on two commodities that are in trouble, 
coffee and cotton. Until 1956 these commodities did well by Nicaragua, based 
on the boom in demand for the mild coffee of the type grown in Central America 
and on the support given cotton prices by the United States. But there was a 
decline in 1958 when exports of $64 million were no higher than in 1957 and 
sharply under the total for 1955. Nonetheless, they were about twice the figure 
for the early years of the fifties. 

Exports account for about 19 percent of Nicaragua’s gross national product, 
and cotton and coffee each account for nearly 40 percent of exports. Trade with 
the United States amounts to about one-third of the total, and is concentrated 
in coffee, with sugar adding a bit more. 

Nicaragua is typical of those countries which have added to their growth of 
cotton, partially under the umbrella of higher prices permitted by our price 
support program, and also by virtue of subsidies or price supports granted locally. 
Exports grew in volume, about threefold in the fifties, although even since 1953 
there has been a lower price year by year for exported cotton. Coffee exports 
have also risen in volume steadily in the fifties, but this commodity, too, has 
taken a slide in price in the past 2 years. Despite recent price declines, the terms 
of — still appear to be favorable to Nicaragua ; this has been true throughout 
the fifties. 

Nicaragua had some difficulty in moving the 1958 cotton crop. It is also with- 
holding a small part of its coffee crop. Given the current softness in markets 
for both those commodities, the future for Nicaragua’s exports is cloudy. 


PANAMA 








Bananas tell the story of Panama. Total exports from that country have 
managed to increase substantially in the fifties from $24 million in 1950 to $34 
million in 1958 because the volume of banana exports has increased sharply even 
though export prices have gone steadily down since 1954. Bananas accounted 
for 68 percent of all exports in 1958, a somewhat smaller figure than in earlier 
years of the fifties. In the following year Panama managed to increase its 
share of the world banana market from 6 to 9 percent. 

Panama’s second export is shellfish, cacao ranking third. Shellfish exports, 
particularly to the United States, have become important in recent years. While 
prices have been erratic in the fifties, although somewhat higher than in the 
earlier part of the decade, the volume of exports has been down. 

Because of the large income brought to Panama by the Canal Zone, exports 
play a somewhat smaller role in the life of the community and account for only 
10 percent of the gross national product. 

Exports to the United States account for about 75 percent of all Panama’s 
exports and are made up primarily of bananas. Shellfish are also an important 
export to this country. 

With banana prices not doing particularly well in this decade, the terms of 
trade have been fairly neutral for Panama from 1950 to 1958. 


PARAGUAY 


Paraguay’s exports have not done very well during this decade. Timber, que- 
bracho, and hides are the leading export products, accounting for 25, 12, and 
13 percent, respectively, of exports. Exports in recent years have run at about 
$35 million, about the same as in the early part of 1950. 

A landlocked country, Paraguay’s trade is largely with her neighbors; hence 
her trade with the United States accounts for only about 20 percent of the total, 
meat and quebracho being the leading exports to this country. Exports are an 
important force in the economy, accounting for about 15 percent of the gross 
national product. . 

In volume terms, timber, meat, and oilseeds have enjoyed somewhat better 
fortunes during the fifties than Parguay’s other more important exports such 
as cotton, hides, and quebracho. For the most part, export products have not 
enjoyed favorable price developments in the fifties. 
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PERU 


Peru’s exports have increased moderately through this decade. But the 
healthy progress was halted in 1958 by the slump in the world demand for cer- 
tain products important to Peru and by the fall in the prices of these products. 
Exports hit a peak of $320 million in 1957, lost $10 million in 1958, but were 
still 15 to 20 percent above the earlier years of the fifties. 

The ranking exports from Peru are cotton, sugar, coffee, lead, iron ore, copper, 
zinc, and petroleum. As the makeup of the list suggests, some increase in 
volume of exports during the fifties was to be expected; indeed, there were 
steady increases right through 1956, but setbacks have occurred of late. More 
of the impact of the decline in world demand would have been felt by Peru 
but for the fact that some of its mines are owned by U.S. companies which have 
favored them during times of stress. 

In trade with the United States, accounting for about 45 percent of the total, 
lead has been the leading item, with fron ore ranking next. It is obvious that 
the import quotas laid on by the United States in 1958 on lead and zinc will be 
felt substantially by Peru. 

Lead, sugar, and cotton are the commodities which have enjoyed the smallest 
gains in the volume of trade in the fifties, while zinc, coffee, copper, and petro- 
leum have done better. The price index of export commodities has not risen 
greatly over the period, with the consequence that the terms of trade have 
largely gone against Peru. 

Peru’s export hopes seem to be reasonably promising because of heavy em- 
phasis being given iron ore, a commodity in rising demand, and because of low- 
cost copper ores now about to be brought out in great quantity as part of a big 
American-owned mining complex now being developed. 


URUGUAY 


The prices of almost all Uruguay’s export commodities have declined during 
the fifties, and so has the volume of exports. Exports in 1958 amounted to $139 
million, just about the low point in recent years and about one-half of the level 
of a few years prior. 

Principal export products for Uruguay are wool, meat, hides, linseed oil, and 
wheat. In trade with the United States, accounting for less than 10 percent of 
the total, wool and meat are the principal products. 

Wool accounts for 58 percent of total exports, and that product has been in 
worldwide difficulties in recent years partially because of the competition of 
synthetics. Prices have been weak and there has not been a substantial growth 
in demand. Responding to the worldwide slowdown in industrial activity in 
1958, demand for wool dropped off somewhat. 

Exports of wheat, accounting for 12 percent of the total, have fallen off in 
recent years and, as prices have also gone down, a substantial loss of earnings 
has ensued. 

The terms of trade have been going against Uruguay, the drop since 1951 be- 
ing sharp indeed. Some pickup in hide prices and in the price of wool in this 
year should bring some better balance between prices of goods imported and 
those exported. 

Exports in recent years have been handicapped by policies which restricted 
returns to farmers. However, recent revisions in farm price supports and in the 
system of aforos have restored some of the incentive to export, and there are 
prospects of somewhat better exports in this year. 


VENEZUELA 


Petroleum is the story of Venezuela, and it is a story of unbroken success in 
increasing exports until 1958. The great growth in world petroleum production 
and the slowdown in demand in 1958 brought a halt to the increase in that year, 
but 1959 should see an increase once again. 

The increase in exports has been considerable. Total exports, of which petro- 
leum accounts for more than 90 percent, has increased from $1.2 billion in 1950 
to $2.3 billion in 1958. This increase accounts for almost the entire increase in 
this period in all Latin America’s exports. 

About 40 percent of all Venezuela’s exports go to the United States, with 
petroleum leading the way and iron ore ranking next. While the import quotas 
imposed by the United States on imports of oil will limit Venezuela’s future 
market here for that product, iron ore exports for the United States are certain 
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to increase. Large mining complexes there are owned by American interests, and 
more and more of America’s steel mills are using foreign ores, 

As one would expect, exports account for a very high percentage, 40 percent, 
of Venezuela’s gross national product. When the heavy investments being 
made in new facilities for petroleum and mining are taken into account, inter- 
national trade looms even larger in the national scene. 

The large increase in export earnings has come far more from the rise in the 
volume of exports than from the increase in price. From 1950 to 1958 the volume 
of exports about doubled, while prices rose about 50 percent. 
While Venezuela is a “one-crop” country, that crop is a good one. 


APPENDIX III 










U.S. POSITION ON COMMODITY PROBLEMS AT INTER-AMERICAN 
CONFERENCES 


Differences on how best to handle commodity problems have arisen between 
the United States and the Latin American countries in the postwar years. ‘Those 
countries have aggressively sought to gain our blanket endorsement of com- 
modity agreements as the best answer and to gain our cooperation in trying to 
negotiate such agreements, 

They have also sought our endorsement of the principle of maintaining parity 
between the prices of the goods they export and of those they import and our 
cooperation in an attempt to develop means of maintaining such parity. Less 
insistently, they have sought endorsement of the concept of extending compen- 
satory credit to nations faced with a decline in export earnings because of a 
commodity slump. 

These efforts of the South American countries and our resistence thereto are 
revealed in the many resolutions on commodity problems proposed or framed by 
the various postwar international economic conferences. Some of these resolu- 
tions express the concern of the Latin American countries over the difficulties 
created by commodity problems and by the divergent movement in the prices of 
primary commodities and manufactured goods; some propose the establishment 
of special study groups ; some prefer and some avoid the blanket endorsement of 
eommodity agreements. In drafting the resolutions in some cases the Latin 
American countries went much further than we were prepared to go. In those 
cases we abstained or voted against the resolutions. 

Three phases are evident in the postwar period. A general meeting of the 
minds prevailed in the first few years after the war. We were not pressed to 
action on commodity agreements or on the terms of trade issue. By the mid- 
fifties Latin American nations pressed insistently for acceptance of their pro- 
posals but we were opposed. This appeared clearly at the Inter-American Con- 
ference at Caracas in 1954 and again at the Buenos Aires Conference in 1957. 
Of late both sides have shown a willingness to compromise. We appear to have 
become less fixed in our opposition to agreements. Latin American nations have 
seemed somewhat less determined to have a commodity agreement for every 
commodity and they appear more disposed to accept a case-by-case examination 
of whether an agreement appears needed or useful. 

They have also lost their earlier enthusiasm for pressing the terms of trade 
issue. The following brief review of the various Conference resolutions and U.S. 
positions (presented in chronological order) summarizes the development since 
the war of the United States and Latin American approaches to commodity 
problems. 

A. Mexteco Crry: Frrrvary—Marocn 1945 


(A) RESOLUTION XLVI—SALE AND DISTRIBUTION OF PRIMARY PRODUCTS 





“The Inter-American Conference on Problems of War and Peace Resolves: 
“1. That in exceptional cases of important primary products in which 
burdensome surpluses have developed, or threaten to develop, agreements be 
entered into between producing and consuming countries, these agreements te 
be open to participation by all interested countries in the world; at the same 
time to create inter-governmental bodies composed of the interested parties 
charged with executing the agreements, to review them periodically in order 
that they may function as well as possible; to achieve an ordered distribn- 
tion of surpluses; to study and plan the rationalization of methods of 
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production of primary products covered by the agreements, seeking decreases 
in costs in all factors not affecting wages; to establish uniform types and 
qualities for various products; and to determine export and imports quotas 
for each of the countries concerned. 

“2. That in reaching these agreements provision be made for the following 
purposes: The maximum remuneration for workers in producing countries, 
assuring them remunerative and non-discriminatory prices based on inter- 
nationally accepted standards of quality; stability of supply and mainte- 
nance of equitable prices for consuming countries; and the adjustment of 
production towards other more economical activities when serious chroni¢ 
excesses develop in basic production, making use of the national and inter- 
national technical and credit facilities at their disposal. 

“3. That all international agreements involving primary products should 
have as their objective the expansion of consumption and the readjustment 
of production, when necessary, taking into account the interests of consumers 
and producers as well as the requirements of an expanding world economy. 

“4. That steps be taken to simplify systems of distribution for primary 
products, to reduce returns to middlemen to the minimum compatible with 
good commercial practice, and to eliminate by adequate methods the un- 
desirable speculative practices which accentuate fluctuations in the prices of 
such products. 

“5. That, as a general policy, there be taken into account the necessity of 
compensating for the pronounced disparity frequently occurring between the 
prices of primary products and those of manufactured products, with a view 
to establishing the proper relationship between them.” 

The United States approved this resolution. 


(B) RESOLUTION LI—ECONOMIC CHARTER OF THE AMERICAS— 
DECLARATION OF PRINCIPLES 


“9. International Action to Facilitate Distribution of Production Surpluses: 
“To provide, in exceptional cases of important primary commodities in 
which burdensome surpluses have developed, or threaten to develop, appro- 
priate means for the solution of such problems by agreed national and inter- 


national action by consuming and producing countries looking to the expan- 
sion of consumption and readjustment of production, with due regard to the 
interests of consumers and producers and the requirements of an expanding 
world economy.” 

The United States voted for this resolution. 


B. Havana: Marcu 1948 
ARTICLE 55, ITO CHARTER—DIFFICULTIES RELATING TO PRIMARY COMMODITIES 


“The Members recognize that the conditions under which some primary com- 
modities are produced, exchanged and consumed are such that international trade 
in these commodities may be affected by special difficulties such as the tendency 
towards persistent disequilibrium between production and consumption, the 
accumulation of burdensome stocks and pronounced fluctuations in prices. These 
special difficulties may have serious adverse affects on the interest of producers 
and consumers, as well as widespread repercussions jeopardizing the general 
policy of economic expansion. The Members recognize that such difficulties may, 
at times, necessitate special treatment of the international trade in such com- 
modities through inter-governmental agreements.” 

The U.S. delegation accepted this provision. 


C. Bogota: Marcu-May 1948 
(A) ARTICLE 38 OF THE ECONOMIC AGREEMENT 


“The States declare their intention to cooperate individually and collectively 
and with other nations to carry out the principle of facilitating access, on equal 
terms, to the trade, products, and means of production, including scientific and 
technical advances, that are needed for their industrial and general economic 
development. 

“At the same time, they reaffirm their resolution that, as a general policy, 
there should be taken into account the need to compensate for the disparity that 
is frequently noted between the prices of raw materials and the prices of manu- 
factured products, by establishing the necessary balance between them.” 

The U.S. delegation entered a “formal reservation” to the second paragraph. 
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(B) ARTICLE 30 OF THE ECONOMIC AGREEMENT 























“The States agree to cooperate among themselves and with other producing 
and consumer nations, for the purposes of concluding inter-governmental agree- 
ments to prevent or correct dislocations in international trade in regard to raw 
materials that are basic and essential for the economies of the producing coun- 
tries of the hemisphere, such as tendencies and situations of persistent dis- 
equilibrium between production and consumption, of accumulation of substantial 
surpluses, or of sharp fluctuatiens in prices, without prejudice to the provisions 
of the second paragraph of Article 3.” 

The U.S. delegation entered a “formal reservation” to article 30 because of the 
tie-in with article 3 on which the United States had entered a reservation. 


D. Caracas: Marcu 1954 
RESOLUTION LXXVI—-TERMS OF TRADE AND PRICES 


“The Tenth Inter-American Conference resolves: 
“1. To recommend to the governments of the countries which export raw 
materials and natural or semimanufactured products that they endeavor to 
maintain a level of production corresponding to the needs of world con- 
sumption. 

“2. To recommend to the governments of the countries that are consumers 
of raw materials and of natural or semimanufactured products that they 
give all possible facilities to the natural expansion of consumption at an 
equitable level of remunerative prices, thus permitting a balance in the 
terms of trade, and avoid restrictions on such products.” 

The United States voted against the resolution. 






E. QUITANDINHA: NOVEMBER 1954 

































(A) 





RESOLUTION 36—-MEASURES TO REDUCE PRICE FLUCTUATIONS OF BASIC PRODUCTS 


“The Inter-American Heonomie and Social Council recomends: 
“1. That the Commission on International Commodity Trade study meas- 
ures that might prevent prices of basic products from dropping below the 
critical levels referred to previously, such measures to include the following: 
“(a@) Methods of determining such critical levels, and their periodic 
readjustment in order to avoid an accumulation of stock that would be 
excessive in relation to growth trends of world demand ; 

“(b) The formation, by the principal and consumer countries, of 
buffer stocks that are offered at the critical price level and the procedure for 
liquidating such stocks; 

“(c) The desirable method for studying the influence of each product on 
the formation of the national income of the countries exporting basic 
products; and 

“(d@) the financial cooperation required to achieve the foregoing objectives. 

“2. That if the prices of basic export products from Latin America threaten 
to drop below the critical level, the governments of the producer and con- 
sumer countries of the hemisphere should consult with one another with a 
view to meeting that situation or, whenever appropriate, to promoting more 
extensive action at the international level.” 

The United States abstained. 






(B) RESOLUTION 37—-INTERNATIONAL TRADE: PRICES AND MARKETS 


“The Inter-American Eeonomic and Social Council resolves: 
“1. To recommend to the American States that they cooperate as fully as 
possible with the said Commission on International Commodity Trade, so as 
to contribute to the study of effective solutions to the problem of instability 
of income from the exports of the said products. 

“2. To request the Inter-American Economic and Social Council to con- 
sider the most adequate method of establishing uniform technical bases 
that should be used in compiling the data on terms of trade of the Latin 
American countries taking into account the action thereon by the afore- 

mentioned United Nations Commission. 
“3. Likewise to request the Inter-American Economic and Social Council 
to analyze the possible bases for the establishment and administration of 
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an anti-cyclical credit policy that would compensate for any fluctuations 
registered in the terms of trade of the countries of the region. 

“4. To request the Inter-American Heonomic and Social Council to con- 
sider the advisability of making permanent provision for the preparation of 
the statement of the terms of trade of the American countries and the 
periodic publication thereof at regular intervals, making sure that there 
would be no duplication of the work of other international organizations. 

“5. To recommend to the American States the faithful observance of the 
principles—on surpluses—agreed upon in Resolution LXXVII of the Tenth 
Inter-American Conference, and of the standards approved by the Food and 
Agriculture Organization of the United Nations (FAQ).” 

The United States abstained. 


F. Buenos Ames: 1957 


(A) RESOLUTION 38—BASIC PRODUCTS 
“Whereas : 

“Among the elements important to the economie development of the in- 
sufficiently developed countries of the hemisphere are: 

“(a) The capacity of these countries to import machinery, essential 
equipment, and other capital goods ; and 

“(b) The level of their national income, which should be as high and 
stable as possible in order to make it possible to increase, or at least 
maintain, the rate of capitalization. 

“The capacity to import and the level of national income, and hence the 
financing of economic development, are affected by the international market 
prices of basic export products, upon which the economy of these countries 
is now highly dependent ; 

“When the prices of these basic products fluctuate excessively, the econ- 
omy of those countries may be adversely affected ; 

“It is desirable for the American countries to have adequate and stable 
markets for their export products; 

“It is also desirable and urgent to consider the effects that the formation 
of economic groups in other continents may have on the export markets of 
basic products of the Latin American countries; and 

“The problems set forth above require specialized study within the tasks 
of the Inter-American Economic and Social Council, which makes it ad- 
visable to set up a standing committee on basic products to study the perti- 
nent aspects of these problems ; 

“The Economie Conference of the Organization of American States resolves: 

“1. To recommend to the Inter-American Economic and Social Council 
that it create a Committee on Basic Products, to be of a permanent nature, 
which would have the following purposes. 

“(@) To study the factors entering into production, price trends, and 
the demand for basic products ; 

“(b) To study the possible impact that the European common market 
may have on these products, as well as the possible impact of any other 
economic groups that may be organized outside the hemisphere; 

“(e) To submit the findings periodically to the interested countries 
for consideration; and 

“(d) To recommend, whenever circumstances warrant, meetings of 
government experts in problems on the production and marketing of 
such products. 

“2. That the Committee will be composed of representatives of the mem- 
ber states that desire to be represented thereon. 

“3. That it be recommended that the Committee, immediately upon its 
establishment by the Inter-American Economie and Social Council, begin 
a study on the problems of the minerals and metals markets, although this 
should not mean the postponement of any study, upon request, of other 
basic products whose urgent consideration is required. 

“4. That the Committee on Basie Products for the better execution of its 
functions, maintain contact with all the specialized agencies of the United 
Nations working in the field of international commodity problems, 
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“5. That, in view of the great importance that the creation and operation 
of this Committee represents for the countries of Latin America, the Organ- 
ization of American States should provide it with the personnel and tech- 
nical advisors necessary for the accomplishment of its purposes.” 


The United States accepted this resolution. However, see the delegates’ state- 
ment below. 


(B) RESOLUTION 34—-STUDIES ON INTERNATIONAL COOPERATION——MEASURES FOR 


PURPOSES OF STABILIZATION 








































“The Economic Conference of the Organization of American States, con- 
sidering : 

“The concern of the member states, evidenced in Resolution 33 of this 
Conference, on Basic Products, in which the creation of a Committee on 
Basic Products, with permanent character is recommended ; 

“The concern of the member countries over the instability created in their 
domestic economics as a consequence of the disturbing fluctuations in the 
prices of basic products ; 

“The desirability of studying and investigating various systems or pro- 
cedures that will tend to mitigate those features of instability, according to 
the products involved ; and 

“That, in accordance with the foregoing, it is of interest to study, among 
the various measures pointed out in the preceding paragraph, the possibility 
of concluding agreements on basic products that will cover: 

“(a) Price levels that the parties might regard as ‘normal’ and that 
might be modified in the course of time, so that they will reflect the 
long-trends of such prices ; 

“(b) The possibility of establishing a system of credits for cases 
where the prices of the products covered in those agreements fall below 
the afore-mentioned levels; such credits should tend to compensate part 
of the loss of revenue in foreign currency that the exporting country 
suffers as a result of the drop in prices; and 

“(c) Likewise, the possibility of adopting a repayment system to be 
used in case the prices of the products in question rise in the interna- 
tional market above the ‘normal’ levels, in which case the increased 
revenue because of this rise may be allocated, in part, to make the 
pertinent payments, 


Resolves: 


“To charge the Committee on Basic Products to prepare, in the case of 
products in whose markets special problems arise that justify such action, 
studies on practical measures for concluding commodity agreements and, 
through the Inter-American Economic and Social Council, make any perti- 
nent recommendations to the interested governments,” 

The United States voted against this article. 


(C) U.S, STATEMENT ON RESOLUTION RELATING TO STUDIES OF STABILIZATION 
MEASURES-—-BUENOS AIRES RESOLUTION NO. 34 














“The Resolution establishing the Committee on Basic Products was careful 
to avoid language which would prejudice the objectivity of the Committee’s stud- 
ies, and for that reason my delegation was prepared to support it. 

“However, in the entirely separate resolution now under consideration, which 
is set forth in Document 168, the Committee would be instructed to consider the 
negotiation of commodity control agreements designed to stabilize as well as 
credit arrangements designed to compensate producing countries for losses 
sustained as a result of price reductions. The general policy of my government 
is opposed to extensive regulation of prices in international trade and there- 
fore the United States delegation opposes this resolution. 

“It is noted that the members of the Committee on Basie Products will consist 
of those countries that desire to be represented. It is the assumption of my 
delegation that any government which may become a member of the Committee 
may either cease to be a member in the event that the Committee undertakes 
tasks which that government considers impractical or would prejudice its estab- 
lished policies; or may decide not to participate in the work of the Committee 
on such tasks.” 
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G. WASHINGTON: Juty 8, 1959 


RESOLUTION OF THE COMMITTEE OF 21 APPROVED BY THE COUNCIL OF THE ORGANIZATION 
OF AMERICAN STATES—COOPERATION IN THE PROBLEMS OF EXCESSIVE FLUCTUATIONS 
IN THE MARKETS FOR BASIC PRODUCTS 


“Whereas: 

“The problem of excessive fluctuations in world markets for basic products 
of the Latin American countries is one of the most serious threats to the 
continuity and pace of their economic development, as well as to their 
monetary and fiscal stability ; 

“The great reductions in the prices and/or the volume of such products 
weaken the import capacity of the Latin American countries, reduce national 
revenues, and retard the accumulation of capital for investment; 

“The economic hardships resulting from such fluctuations can, moreover, 
seriously affect the social and political stability of those countries ; 

“The problem is therefore one that, by its very nature, demands urgent 
consideration by the American states ; 

“All countries are justifiably concerned with achieving stability and eco- 
nomic development and the more developed countries themselves, in dealing 
with the special problems affecting them, have adopted support measures, 
both domestic and with respect to foreign trade, including measures designed 
to restrain cyclical fluctuations in the level of economic activity ; 

“The problem of excessive fluctuations in the markets for basic products 
has been the subject of cooperative effort in national, regional and interna- 
tional fields; and 

“As the inter-American system, under the pressure of circumstances that 
threatened the security of the hemisphere, was effective in solving critical 
problems in the field of basic products; it should also be effective in prevent- 
ing fluctuations in prices in that field disturbing the economies of under- 
developed countries; and 

“The importance of these problems was recognized by the Informal Meet- 
ing of Foreign Ministers held in Washington in 1958, when it was proposed 
that solutions should be sought through consultations on a bilateral or 
multilateral basis. 

“The Council of the Organization of American States Resolves: 

“1. To recommend to the American states that they continue to cooperate 
in the search for effective and practicable means of solving the problem of 
harmful fluctuations in the markets for basic products exported by the 
Latin American countries, and that the aforesaid States: 

“(a) Unite their efforts to seek solutions in specific cases on a world- 
wide basis; 

“(b) Take appropriate measures, in order to prevent the use of unfair 
practices in other areas that might effect Latin American trade un- 
favorably and/or to prevent harmful speculation ; 

“(c) Give all due attention to possibilities for the expansion of the 
markets for basic products and increase the potential demand for such 
products, including market research on by-products and on new forms of 
end-products; and 

“(d) Cooperate, by means of technical assistance and through appro- 
priate financial or development institutions, to assist those American 
states that depend to a great extent on one or more basic products in 
their efforts to bring about a sound and progressive diversification of 


their economies, including the industrialization of basic products and 
raw materials. 
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“2. To recommend to the governments of the member states that they con- 
centrate their action under the preceding paragraphs with respect to those 
basic products that have in the recent past shown a tendency to harmful 
market fluctuations, in price and/or volume, and that, to this end, they in- 
tensify the regional and international efforts already under way and make 
use of the consultations provided for in the inter-American system to seek 
a= solutions to the aforesaid problems under sound competitive 
conditions.” 


The United States approved this resolution. 


ApPpENDIx IV 
OUTLINE 
COMMODITY PROBLEMS IN LATIN AMERICA 


Srupy III 
I. Main findings. 
II. Conclusions and recommendations. 
III. Body of report. 
Part I. The nature of commodity problems in Latin America: 

A. The heavy dependence of many countries on exports of a limited 
number of products; measures of such dependence—in- 
come, capital formation, employment, foreign exchange earn- 
ings, etc.; analyses by country and by product; changes in 
price and volume of commodity exports and earnings; the 
movements of prices of manufactured goods versus primary 
products. 

B. The impact of such problems on Latin America; economic set- 
backs; balance of payments crises; curtailment of imports; 
reduced economic development; need for special assistance 
from abroad; how nations have met their commodity prob- 
lems. 

Part II. The causes of commodity problems: 

A. A discussion of principal forces giving rise to commodity prob- 
lems—natural phenomena, protectionism, inelastic de 
mand and supply, etc.; how these forces fall differently on 
particular countries, and how they interplay. 

Part III. National policies in Latin America: 

A. What Latin American nations have done on their own to mitigate 
the effects of commodity problems; measures taken to sta- 
bilize domestic income despite fluctuations in international 
prices and earnings. 

Part IV. Types of commodity agreements : 

A. Multilateral agreements of the wheat type, their mechanics, 
advantages, disadvantages ; 

B. Quota schemes, import and export, marketing, withholding and 
production quotas; their virtues and failings ; 

C. Buffer-stock agreements; their mechanics, attributes, problems ; 

D. Multi-commodity agreements; schemes for buying and selling 
commodity baskets; an expanded buffer stock type of oper- 
ation; 

E. Other proposals for commodity agreements and stabilization 
schemes. 
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Part V. Difficulties of organization and operation: 

A. The interests of producers in agreements; when these interests 
merge and when they differ; 

B. The interest of consumers in agreements ; 

C. The practical problems in making agreements work; why so 
few agreements have been made; and the reason why they 
have failed or proved ineffective. 

Part VI. The U.S. position on commodity agreements—past and present : 

A. Past U.S. positions on commodity agreements—the old rationale 
of opposition ; 

B. Events forcing a reappraisal of the historic U.S. position; the 
need for a more balanced approach ; better recognition of the 
need for commodity stabilization schemes and appropriate 
parallel action— 

Basic considerations: 

(a) Willingness to consider agreements as instruments of 
diplomacy—the position of other countries; 

(b) Economie stability and the cold war; 

(c) Our own immediate interests as importers, exporters, 
or both; 

(d) Cost considerations ; 

(e) Relationship of commodity agreements to other fac- 
ets of our foreign economic policy, e.g., to foreign- 
aid programs; to overseas disposal of surpluses ; 
to GATT policies. 

C. Specific recommendations. 


O 








